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Founder’s  Letter 

By  John  E.  Herzog,  Founder  and  Chairman 


U.S.  Treasury  bond  issued  to  John  Hancock  with 
slip  signed  by  Hamilton  authorizing  payment  of  the  bond. 


And  now,  we  must  celebrate. 
Though  historians  are  not  in  full 
agreement  about  the  year  of  Alexander 
Hamilton’s  birth,  we  do  know  it  is  his 
birthday,  and  some  do  believe  January 
ii,  2007  will  be  bis  250th  birthday.  A 
party  definitely  seems  in  order! 

We  are  very  excited  about  the 
event,  as  it  will  be  the  first  since  con- 
struction has  begun  in  our  new  space 
at  48  Wall  Street -the  former  home 
of  The  Bank  of  New  York,  which 
Hamilton  founded  in  1784.  The 
ground  itself  has  a special  quality,  as 
it  is  the  same  location  on  which  the 
original  building  for  the  Bank  was 
built  in  1796.  Prior  to  that,  business 
was  done  in  the  Walton  House, 
nearby,  and  when  our  space  was 
designed  in  1927,  an  image  from  that 
original  place  of  business  was  the 
inspiration  for  the  office  of  the  presi- 
dent. It  has  remained  over  the  years, 
and  we  will  bring  that  room  back  to 
an  1 8th  century  feeling  to  contain 
the  story  of  this  Founding  Father’s 
contribution  to  America. 

Hamilton’s  genius  for  public 
finance  led  to  his  plan  to  redeem  all 
the  basically  worthless  debts  of  the 
new  states  and  replace  them  with  new 
U.S.  Treasury  bonds,  creating  the 
national  debt,  which  he  characterized 
as  “a  national  blessing.”  By  1800  or 
so,  the  Treasury  credit  was  superior  to 
the  issued  obligations  of  most  other 
countries,  a spectacular  accomplish- 
ment. He  then  put  in  place  the  other 
elements  of  advanced  capital  markets: 
the  stock  exchange,  the  Bank  of  the 
U.S.,  and  an  early  national  currency. 
This  structure  was  immensely  useful 
for  a country  growing  rapidly,  and  the 
American  experience  as  we  know  it  is 
the  result. 


In  the  Alexander  Hamilton  Room, 
explanations  of  the  different  stages 
of  his  life  will  be  articulated,  and 
there  will  be  images  from  The 
National  Portrait  Gallery  of  those 
in  Hamilton’s  circle,  recalling  the 
beautiful  exhibit  at  The  New-York 
Historical  Society  of  two  years  ago. 
There  will  also  be  objects  to  see 
and  enjoy,  several  never  displayed 
before.  In  creating  the  exhibit  we 
have  had  help  from  the  Sons  of  the 
American  Revolution,  the  Society  of 
the  Cincinnati,  and  our  friends  at 
the  Smithsonian  Institution. 

Here  are  small  images  of  two  items 
to  be  on  exhibit  in  the  first  exhibit  in 
the  new  Alexander  Hamilton  Room. 
The  first  is  a Treasury  bond  made  out 
to  John  Hancock,  and  attached  to  the 
bond  is  a slip  signed  by  Hamilton 
authorizing  payment  of  the  bond.  We 
believe  there  are  only  a few  of  these 
known  to  exist. 

The  second  is  the  title  page  from 
Hamilton’s  first  report  to  Congress, 
written,  printed  and  distributed  only 
eight  days  after  his  appointment  as 
Treasury  Secretary.  This  is  the  very 
first  publication  of  any  kind  issued  by 
the  new  federal  government,  and  is 
quite  rare. 
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Title  page  from  Hamilton’s  first 
report  to  Congress,  which  was  written, 
printed  and  distributed  eight  days  after 
bis  appointment  as  Treasury  Secretary. 


In  future  days,  exhibits  will  change, 
and  themed  presentations  may  include 
Aaron  Burr,  Alexander  MacDougall,  and 
others  of  the  period.  We  are  also  hoping 
that  the  other  18th  century  organizations 
will  become  familiar  with  the  Hamilton 
Room,  and  contribute  to  its  success 
for  all  Americans.  SO 
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Museum  Launches  Emerging  Professionals  Series 
with  Entrepreneurial  Talk  and  Beer  Sampling 

By  Kristin  Aguilera,  Communications  Director 


The  Museum  launched  a series  of 
events  for  emerging  professionals  on 
November  16  with  a talk  by  Jim 
Koch,  founder  of  The  Boston  Beer 
Company,  brewer  of  Samuel  Adams 
beer.  The  goal  of  this  series  is  to 
provide  young  men  and  women  work- 
ing in  the  finance  industry  with  an 
opportunity  to  network  with  their 
colleagues  while  enjoying  interesting 
business-  and  finance-themed  content. 


Mr.  Koch  spoke  to  an  audience  of 
approximately  ioo  young  Wall  Street 
professionals  about  his  entrepreneurial 
success  story,  which  will  be  featured  in 
the  Museum’s  permanent  exhibit  on 
entrepreneurship  in  its  new  home  at  48 
Wall  Street.  The  presentation  included 
a sampling  of  a variety  of  Samuel 
Adams  beers  and  was  followed  by  a 
reception.  The  event  was  held  at 
Fraunces  Tavern  Museum,  which  is 


best  known  as  the  location  from 
which  George  Washington  bade 
farewell  to  his  officers  at  the  end  of  the 
Revolutionary  W'dr  in  1783. 

The  Museum  plans  to  host  monthly 
events  for  emerging  professionals  once 
48  Wall  Street  opens  in  2007.  For 
information  or  to  receive  invitations 
to  events  in  this  series,  please  e-mail 
kaguilera@financialhistory.org.  133 


Jim  Koch,  founder  and  brewer  of  the  Boston  Heer  Co., 
speaks  at  a Museum  event  for  emerging  professionals. 


Left  to  Right:  Greg  Loncar,  Birgit  Hellings, 
Reagan  Heidelberg,  and  Matthew  Heidelberg. 


Left  to  Right:  Kellie  Miller.  David  Seven  no.  Michael  Robin. 
Andrew  Minea,  and  Patricia  Robin. 
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Individuals,  Companies  and  Non-Profits 
Host  Events  at  the  Museum’s  New  Home 

By  Patricia  Robin,  Executive  Associate/Collections  Manager 


An  event  in  the  grand  mezzanine  of  the  Museum’s  new  home. 


The  Museum’s  new  home  at  48 
Wall  Street  has  served  as  the 
venue  for  several  high-profile  events 
in  2006.  Individuals,  companies,  and 
other  non-profits  have  rented  the 
Museum’s  grand  mezzanine  to  host 
events  ranging  from  wedding  cere- 
monies to  annual  fundraisers.  The 
beautiful  murals  and  arched  Palla- 
dian  windows  of  the  Bank  of  New 
York’s  former  headquarters  serve  as 
a unique  and  historic  backdrop  for 
these  events. 

In  addition  to  private  events,  the 
Museum  has  been  fortunate  enough 
to  work  with  other  non-profit  muse- 
ums and  cultural  organizations  in 
New  York  City.  The  Studio  Museum 
in  Harlem,  a contemporary  art  museum, 
hosted  cocktails  for  their  annual  gala 
fundraiser  at  48  Wall  Street  in  October. 
There  were  many  notable  faces  in  the 
crowd,  and  the  event  was  a great  suc- 
cess. This  marked  the  first  time  another 
museum  took  advantage  of  the  event 
space,  although  the  Americas  Society, 
a non-profit  cultural  institution,  held 
their  black  tie  26th  annual  cocktail 
party  at  48  Wall  Street  in  the  spring. 

The  Museum  has  also  attracted 
events  hosted  by  financial  institutions 
and  organizations,  which  have  chosen 
the  Museum  of  American  Finance  for 
a variety  of  reasons  including  its 
Wall  Street  address,  its  location  in  the 
heart  of  the  financial  district,  and 
because  they  feel  the  Museum  offers  a 
good  finance-themed  match  for  their 
organization.  Recent  corporate  and 
financial  events  at  48  Wall  Street  have 
included  a luncheon  hosted  by 
Deutsche  Bank  and  a cocktail  recep- 
tion hosted  by  Pershing  LLC. 


Musicians  at  a dinner 
reception  at  48  Wall  Street. 


2007  promises  to  bring  more 
opportunities  for  the  Museum  to 
partner  with  private  individuals, 
other  museums  and  non-profits,  and 
financial  institutions  and  organiza- 
tions. For  more  information  about 
events,  please  contact  Patricia 
Robin  at  probin@financialhistory.org 
or  212-908-4694.  HD 


Spike  Lee  and  Russell  Simmons 
attend  a fundraiser  for  the 
Studio  Museum  of  Harlem. 
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Museum  Preserves  the  Recollections  of 
Financial  Leaders  Through  Oral  History  Project 

By  Kristin  Aguilera,  Communications  Director 


/ )r.  Richard  Sylla  (I  .)  interviews  former  Secretary  of  the 
treasury  Paul  Yolcker  (R)  as  part  of  the  Museum's  oral  history  project. 


In  addition  to  collecting  and 
preserving  artifacts  important  to 
American  financial  history,  in  2006 
the  Museum  began  collecting  the 
memories  and  stories  of  the  people 
who  have  shaped  our  nation’s  finan- 
cial system  during  the  past  century 
through  an  oral  history  project.  1 his 
year,  the  Museum  conducted  digital 
video  interviews  with  Paul  Yolcker, 
former  Secretary  of  the  Treasury; 
John  Whitehead,  former  Chairman 
of  Goldman  Sachs;  Albert  Gordon, 
former  Chairman  of  Kidder,  Peabody 
& Co.;  and  Irving  Kahn,  protege  of 
Benjamin  Graham  and  Chairman  of 
Kahn  Brothers. 

Renowned  financial  historian  and 
Museum  trustee  Dr.  Richard  Sylla, 
Professor  of  the  History  of  Financial 
Institutions  and  Markets  at  the  New 
York  University  Stern  School  of 
Business,  has  conducted  all  of  the 
interviews,  and  the  videos  and  tran- 
scripts have  been  added  to  the 
Museum’s  permanent  collection. 


The  Museum  staff  is  currently 
discussing  potential  oral  history  inter- 
views with  other  notable  figures  in 
business  and  finance  for  2007.  The 


video  interviews  will  be  available  to 
researchers  by  appointment,  and  even- 
tually online  at  the  Museum's  website, 
www.financialhistory.org.  HU 
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Northeast  Securities  Inc. 

Northern  Trust 

Peoples  Energy 

The  Reserve  Funds 

Security  Industry  Association  - 

NY  District  Economic  Education  Foundation 
Security  Traders  Association 


Smith  Barney  Inc. 

Smythe  & Co.,  Inc. 

Society  of  Investment  Professionals,  NY 
Standard  N Poor’s  Corp. 

Time  Warner 
The  Zweig  Funds 

Foundation  Support 

Blanche  T.  Enders  Charitable  Trust 

FJC 

Michael  Lynch  & Susan  Baker  Foundation 
NYMEX  Charitable  Foundation 
Oak  Philanthropy,  Inc. 
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Hamilton  and  the 
Badge  of  the  Cincinnati 

By  Doughs  Hamilton 


Growing  ur  in  the  1950s  and 
1960s  as  a descendant  of  Alexander 
Hamilton  was  rather  uneventful.  We 
joked  that  being  a descendant  and  2.5 
cents  would  get  us  a cup  of  coffee.  'I  he 
fact  of  the  matter  was  that  after  the 
depression  and  WAX  II,  many  people 
including  my  parents  and  grandpar- 
ents were  more  interested  in  getting  on 
with  their  lives  and  not  looking  back. 

I did,  however,  learn  at  a very  young 
age  that  I was  a Hamilton  descendant 
and  shared  a birthday  with  George 
W ashington.  1 also  understood  that  as 
the  eldest  son  I would  receive  a badge 
that  was  given  to  Alexander  Hamilton 
bv  General  Washington.  This  badge  was 
then  to  be  given  to  my  son  to  be  then 
given  to  his  son.  This  all  seemed  rather 
special  to  me. 

For  many  years  the  focus  of  my 
attention  was  more  toward  family 
genealogy,  which  led  me  to  the  family 
history.  I uncovered  details  about  this 
badge  and  the  family  members  that 
had  been  handing  it  down  over  the 
last  200  years.  It  turns  out  that  this 
was  the  badge  of  the  Cincinnati. 
George  Washington  purchased  the 
badge  along  with  seven  others,  which 
he  gave  to  his  aides  that  served  him 
during  the  war.  Washington  and  many 
of  his  officers  had  formed  an  organi- 
zation after  the  war  to  preserve  the 
bonds  developed  during  the  war.  The 
organization  was  called  the  Society 
of  the  Cincinnati  named  after  Cincin- 
natus,  a Roman  general.  Cincinnatus, 
like  George  Washington,  was  a former 
military  officer  called  away  from  his 
farm  to  serve  his  country.  Afterward, 
both  turned  over  the  fruits  of  their  vic- 
tory to  others  and  returned  to  farming. 

The  badge  of  the  Cincinnati,  which 
is  held  by  my  family,  is  a gold  bald 


rife  badge  of  the  Cincinnati,  purchased  In-  George  W ashington  and  given  to  Alexander  Hamilton, 
has  been  passed  down  through  several  generations  of  Hamilton  descendents. 


eagle  with  a blue  and  white  ribbon. 
Major  Pierre  FT hi  fan  t suggested  the 
use  ot  the  bald  eagle,  as  the  Second 
Continental  Congress  had  already- 
adopted  it  as  America's  emblem  in 
17S2.  The  blue  and  white  ribbon 
represents  the  colors  of  America  and 
France,  symbolizing  their  victory 
and  friendship.  The  ribbon  on  our 
badge  is  slightly  worn,  the  rosette  is 
missing,  it  has  a faded  reddish  stain 
and  sometime  in  the  last  200  years 
was  cut  through  and  hand  stitched. 
The  gold  bald  eagle  is  brilliant,  and 
the  painted  picture  and  the  writing 
are  clear. 

Our  badge  has  been  embellished  by 
200  years  of  history.  It  has  passed 
through  seven  generations  of  Hamiltons. 


Besides  sharing  the  badge,  these 
descendants  were  all  very  patriotic. 
They  reminded  us  that  if  we  don’t 
stand  for  something,  we  will  fall  for 
anything.  They  preached  honesty, 
courage,  perseverance  and  humility  to 
their  children. 

Overall,  the  badge  is  not  very  dif- 
ferent from  our  family  and  our  country. 
It  is  weathered  but  still  strong;  it 
was  cut  bur  has  been  mended;  it  has 
survived  through  many  generations. 

And  did  I mention  that  1 have  a son 
and  a grandson?  My  grandson,  Alexan- 
der Grant  Hamilton,  shares  a birthday 
with  General  Alexander  Hamilton.  Yes, 
the  badge  has  a future  and  will  be 
passed  on  to  many  more  generations 
of  Americans,  on 
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Caught  Short:  Eddie  Cantor’s 
Lasting  Impact  on  Wall  Street 

By  Brian  Grinder  and  Dan  Cooper 


“I  want  a room  on  the  nineteenth  floor/’ 
“What  for?  Sleeping  or  jumping?” 


My  throat  is  cut  from  ear  to  ear.  I am 
bleeding  profusely  in  seven  other 
places.  There  is  a knocking  in  the 
back  of  my  head,  my  hands  tremble 
violently,  and  I have  sharp  shooting 
pains  all  over  my  body,  and  in  addi- 
tion to  all  that  my  general  health  is 
none  too  good. 

One  of  the  greatest  diagnosticians 
in  America  thumped  me  and  probed 
me  all  over  the  premises. 

You  are  a very  sick  man.  You  are 
suffering  from  Montgomery  Ward  of 
the  liver;  General  Electric  of  the 
stomach ; Westinghouse  of  the  brain... 
You  can  readily  guess  that  I was  in 
the  market.  Brother,  I wasn’t  in  the 
market;  I was  under  it. 

So  BEGINS  WHAT  MAY  BE  One  of  the 
most  influential  humor  books  ever 
written:  Eddie  Cantor’s  Caught  Short! 
A Saga  of  Wailing  Wall  Street , which 
was  published  soon  after  the  Stock 
Market  Crash  of  1929.  Yet  this  short 
work  is  rarely  considered  in  discus- 
sions of  Depression  Era  literature. 
While  it  is  true  that  Cantor  was  no 
John  Steinbeck,  his  humorous  and 
irreverent  savaging  of  Wall  Street  in 
this  book  and  in  his  “curtain  speeches” 
on  Broadway  struck  a chord  with  a 
nation  that  was  only  beginning  to  deal 
with  massive  economic  disruptions. 

Eddie  Cantor  (1892-1964),  once  a 
household  name  in  the  early  part  of 
the  20th  century,  is  relatively  unknown 
today.  Cantor  found  success  as  a singer, 
black-face  vaudevillian,  and  star  of 
stage  and  screen.  He  also  hosted  his 
own  radio  show  for  many  years  and 
was  active  in  the  development  of  the 
television  variety  show. 


Financial  History  ~ Winter  2007 


10 


WWW.FINANCIALHISTORY.ORG 


In  his  landmark  work  The  Great 
Crash,  1929,  economist  John  Kenneth 
Galbraith  cites  material  from  Caught 
Short!  (with  a footnote  that  gives 
the  year  of  publication  as  “1929  A.C. 
[After  Crash]”)  and  uses  some  of  the 
jokes  from  Caught  Short!  without 
attributing  them  to  Cantor.  But  Can- 
tor’s little  “gag  book"  is  not  important 
simply  because  it  was  quoted  by  Gal- 
braith. Its  genius  lies  in  that  it  both 
captured  the  mood  of  the  nation  at 
the  time  of  the  crash  and  influenced 
the  way  Americans  would  view  finan- 
cial markets  for  generations  to  come. 

A 1991  article  in  the  American 
Bankers  Association  Journal  notes 
that  the  one  story  universally  known 
about  the  Crash  of  1929  is  that 
“during  and  immediately  after  the 
crash,  many  titans  of  finance,  specu- 
lators, and  ordinary  investors  found 
they  were  ruined  and  hurled  them- 
selves from  high  windows  to  the 
streets  below.  The  trouble  is,  it  never 
happened.” 

I he  article  goes  on  to  lament  that 
“facts  are  forever  taking  a backseat  to 
folklore"  much  to  the  detriment  of 
banking  law.  I he  suicide  myth  was  so 
prevalent  that  Galbraith  felt  it  necessary 
to  appeal  to  the  statistics  on  suicide 
rates  from  1925-1934  in  order  to 
debunk  it.  Galbraith  writes,  “One  can 
only  guess  how  the  suicide  myth 
became  established."  He  then  points 
to  a couple  of  high  profile  suicides  and 
conjectures  that  the  press  simply  blew 
these  out  of  proportion,  but  a big  part 
the  answer  lies  in  Caught  Short! 

I he  news  media  did  indeed  have  a 
hand  in  propagating  the  suicide  myth, 
but  the  myth  was  spread  primarily 
through  the  work  of  actors,  entertain- 
ers, directors,  and  producers  who 
found  a rich  vein  of  material  in  the 
misfortunes  of  Wall  Street.  Cantor  not 
only  wrote  about  Wall  Street,  he  also 
worked  gags  about  it  into  his  Broad- 
way shows  and  Hollywood  films. 


A funny  joke,  unlike  a series  of 
newspaper  articles,  tends  to  be 
remembered  and  retold  to  others. 
Consider  two  examples  from  Cantor’s 
material;  the  first  is  from  Caught  Short! 
and  the  second  is  from  “The  Lost 
Chapter”  of  Cantor's  autobiography: 

"/  went...  to  one  of  the  larger 
hotels  in  New  York  City  and  asked 
the  clerk  for  a room  on  the  1 9th 
floor.  The  clerk  looked  up  at  me 
and  asked:  'What  fori  Sleeping  or 
jumping?'  He  probably  bad  in  mind 
the  two  fellows  who  jumped  from  a 
bridge  together  because  they  had  a 
joint  account.  ” 

”...  1 929...  was  the  year  of  the 
great  massacre  when  stocks  fell  off 
their  zeniths  to  zero  and  million- 
aires fell  from  their  penthouses  to 
the  sidewalk. " 

I hese  jokes  and  others  like  them 
were  soon  picked  up  and  worked  into 
the  acts  of  other  entertainers,  and  the 
suicide  myth  began  to  take  on  a life 
of  its  own. 

One  of  the  reasons  Cantor’s  book 
was  so  well  received  — selling  100,000 
copies  in  the  first  week -was  that  Cantor 
made  himself  the  burr  of  many  of  the 
jokes.  I he  title  page  of  the  book  lists 
the  author  as  “Kddic  Cantor,  Come- 
dian, Author,  Statistician  and  Victim." 

Biographer  Herbert  (i.  Goldman 
puts  ( antor's  losses  from  the  crash  at 
$285,000  noting  that  such  a sum  is 
comparable  to  about  $10  million 
today.  I he  public,  convinced  that  the 
crash  had  ruined  Cantor  financially, 
was  alarmed  when  an  advertisement 
appeared  in  1 he  New  York  Times 
announcing  the  sale  of  some  of  Cantor’s 
real  estate  holdings.  The  ad  created 
such  a stir  that  the  Times  felt  compelled 
to  run  an  article  in  the  next  day’s 
paper  denying  that  Cantor  had  lost 
any  money  in  the  crash.  In  the  article. 
Cantor’s  financial  advisor  asserts. 


“Mr.  Cantor  did  not  speculate  on 
margins...  He  owned  his  stocks 
outright..."  The  article  also  made  the 
oft-cited  claim  that  Cantor  actually 
“made  money  in  the  market  decline 
because  of  the  large  sales  of  his  books." 

Although  Cantor  suffered  a tremen- 
dous financial  setback  because  of  the 
crash,  he  was  not  ruined,  and,  unlike 
many  other  Americans,  he  was  fortu- 
nate enough  to  keep  on  working.  The 
success  of  his  1930  movie,  Whoopee, 
allowed  him  to  repay  his  margin 
obligations  in  short  order,  and  he  was 
soon  back  on  the  road  to  prosperity. 
Although  Caught  Short!  was  very  suc- 
cessful, Cantor’s  royalties  from  it 
probably  weren’t  enough  to  repay  his 
obligations  from  the  crash.  In  his 
autobiography.  Cantor  is  probably 
accurate  when  he  writes,  “1  was  simply 
one  of  rhe  many  who  were  caught  short, 
bur  luckily,  in  the  midst  of  my  misery, 

I had  the  presence  of  mind  to  write  a 
little  book  about  it,  and  sold  enough 
copies  not  to  have  to  sell  apples.” 

In  193  1,  Cantor  published  Yoo  Hoo 
Prosperity!:  The  Eddie  Cantor  Fire-Year 
Plan  as  a follow-up  to  Caught  Short! 
In  a New  York  Times  book  review. 
Cantor  claimed,  tongue-in-cheek,  that 
he  “tried  to  use  as  many  hard  words 
as  he  knowns  | s i c | in  his  new  book... 
in  the  belief  that  ‘it  people  understand 
what  you  say  they  won't  take  it  seri- 
ously.”' Once  again,  Cantor  was  able  to 
take  the  misery  of  the  Great  Depression, 
turn  it  on  its  head  and  make  America 
laugh  at  its  own  misfortune. 

Since  Caught  Short!  was  written  at 
a time  when  both  black-face  humor 
and  sexist  humor  were  accepted  as 
part  of  a comedian’s  repertoire,  some 
parts  of  it  may  offend  modern  readers. 
In  spite  of  these  shortcomings,  Caught 
Short!  provides  us  with  an  important 
glimpse  into  the  post-crash  world,  and 
helps  us  to  understand  how  some  of 
our  longstanding  attitudes  toward 
Wall  Street  came  into  being. 


INTER  ZOO7 


WWW.  FINANCIAEH  ISTORY.ORG 


Financial  H i s to  r y - W 


:p 


I , Tj 

d'U&tt'O'rs;  rzrsvZztjvz 

— 


Finally,  for  those  of  us  who  teach 
business  students,  we  can  point  to 
Cantor’s  ability  to  identify  and  take 
advantage  of  opportunities  in  the  face  of 
adversity  as  an  example  for  our  students 
to  emulate.  Cantor  achieved  long-lasting 
success  in  a fast  changing  and  fickle 
industry  because  he  could  adapt  to 
changing  tastes,  new  technologies,  and 
economic  upheavals.  Sounds  like  a good 
way  to  avoid  being  caught  short.  E33 

Brian  Grinder  is  a professor  at  Eastern 
Washington  University  and  a member 
of  Financial  History’s  editorial  board. 
Dr.  Dan  Cooper  is  the  president  of 
Active  Learning  Technologies. 

Sources 

Asher,  Joe.  “Glass-Steagall  Folklore... 
Debunked.”  American  Bankers  Associ- 
ation Journal  83.9  (1991):  3 3,34-37. 
Proquest.  EWU  Library.  11/29/06. 
“Book  Notes.”  The  New  York  Times. 
Aug  22,  1931:  7. 

Cantor,  Eddie,  David  Freedman,  and 
Jane  Kesner  Ardmore.  My  Life  is  in 
Your  Hands  and  Take  My  Life:  The 
Autobiographies  of  Eddie  Cantor. 
New  York,  New  York:  First  Cooper 
Square  Press,  2000. 

Cantor,  Eddie,  and  David  Freedman.  Yoo 
Hoo  Prosperity!:  The  Eddie  Cantor 
Five-Year  Plan.  Burlington,  Vermont: 
Fraser  Publishing  Company,  1992. 
Cantor,  Eddie.  Caught  Short:  A Saga  of 
Wailing  Wall  Street.  Burlington,  Ver- 
mont: Fraser  Publishing  Company,  1929. 
“Cantor’s  Wall  St.  ‘Blues’  just  a Joke.”  The 
New  York  Times.  Dec  4,  1930:  31. 
Fraser,  Steve.  Every  Man  a Speculator: 
A History  of  Wall  Street  in  American 
Life.  New  York,  New  York:  Harper 
Collins  Publishers,  2005. 

Galbraith,  John  Kenneth.  The  Great 
Crash,  1929.  Boston,  Massachusetts: 
Houghton  Mifflin  Company,  1955. 
Goldman,  Herbert  G.  Banjo  Eyes:  Eddie 
Cantor  and  the  Birth  of  Modern  Star- 
dom. New  York,  New  York:  Oxford 
University  Press,  1997. 


Speculators  who  had  a joint  account. 


Financial  History  ~ Winter  2007 


v*  ' i , 


iijfM  3)  c/jjoij  JOdjf- oyy.  u v.’ 

/ . ;/'  ' / // 

^ v4i/,  / I'll  fUltl  ut ha nu/f  ■ •',►> 

cf  i)  7 

IT  KNOWN,  \fkai  ikt'.t  t*  Jut  jrrm  ih<  / 

fjtaot  ^ 'J 

jf  T’r?  , (f  / r % 

...  _ _W*  ' ' 'V‘j  fiM/nr1  _ tr  /,..  tl>,  (,,  •»  J Out  (f 

utnf  *"  t*/Uy/u>-  ifcttnlJ-  h,  6. ,/u  j*‘ 

mum  fur  annum  from  tiufir-jH'S fltn/  WA<Uu«rtt</iW 

U.  r.,rt„.y,„r/y.  mU  jnly*  t,  rJr,Hf,t„m.  iy  t/,,  fmynunth 
.Ut  ( mnjr  tLrrt  ty  h ,A  (J),!<  U u.  rJJ  ,n\\ 

J / u.  ■ , / J 1 I* 

i>»ry  '*y  ‘,/’/,<rlr,, n<*  in  ft<rym,  or  (y  *.  ( ttsiitry . a/  inf  f'ro~jb 

«***^  jet  m+  ifun '<i  ■,  t j r t^uit  j u r/-  £ ■ 


)U+*t/.  /«i . 


w 

».  ■*•■*-'  - ■ *-  *►-••  *-  %^fcfT5T^r -^-ssnCter^r 

Treasury  bond  issued  In  President  George  Washington,  J anuary  17,  1792.  Hamilton 
asserted  that  the  federal  government’s  bonds  would  answer  "most  of  the  purposes  of  money. 


| 

5 


Alexander  Hamilton  understood 
numbers  and  how  they  related  to 
the  real  world.  That  particular  skill 
shone  most  brightly  in  his  role  as 
financier.  When  it  came  to  banks, 
bonds,  coupons,  dividends,  stocks, 
and  other  financial  matters,  Hamilton 
was  at  the  head  of  the  class.  Scholars 
have  generally  recognized  that  and 
given  Hamilton  his  due.  I refer,  of 
course,  to  the  sophistication  and 
depth  of  Hamilton’s  technical  under- 
standing of  finance,  not  to  the  efficacy 
of  the  results  of  his  financial  innova- 
tions or  policies,  about  which  debate 
is  heated.1 

There  is  one  aspect  of  Hamilton’s 
corpus  of  financial  writings,  however, 
that  sometimes  draws  attack  on  more 
technical  grounds.  Specifically,  scholars 
have  sometimes  taken  Hamilton  to 
task  for  asserting  in  his  first  report  on 


public  credit  that  the  federal  govern- 
ment's bonds  would  answer  “most  of 
the  purposes  of  money.”  It  turns  out, 
however,  that  those  critics  ought 
instead  to  laud  him  for  being  far 
ahead  of  his  time. 


Defining  “money”  is  no  easy  task. 
A common  functional  definition  pro- 
claims money  to  be  anything  that 
serves  as  a store  of  value,  a unit  of 
account,  and  a medium  of  exchange. 
In  other  words,  money  helps  us  to 
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Figure  i;  Example  of  a transaction  in  which  an  investor  liquidated  his  bonds  through  a dealer  for  immediate  cash  at  a “bid”  price. 


measure  the  economic  value  of  goods 
much  the  way  that  inch  helps  us  to 
measure  length  and  kilogram  helps  us 
to  measure  mass.  Money  also  stores 
that  economic  value  until  it  is  unleashed 
by  exchanging  it  for  goods. 

In  our  time,  two  things  are 
unequivocally  money,  the  notes  of  the 
Federal  Reserve  and  the  coins  of  the 
U.S.  Treasury.  Say  you  earn  $10,000 
paid  to  you  in  such  notes  and  coins.  If 
you  store  them  for  an  hour,  a day,  a 
week,  a month,  a year  you  still  possess 
$10,000,  at  least  in  nominal  terms.  If 
you  see  a good,  an  object  or  service 
that  you  desire,  its  money  price  lets 
you  know  its  economic  value.  You  can 
then  exchange  the  appropriate  number 
of  notes  and  coins  for  the  item. 
The  notes  and  coins  are  clearly  money 
because  they  serve  all  three  of  the 
functions  of  money:  they  store  value 
over  time,  signal  the  value  of  goods, 
and  allow  you  to  quickly  and  easily 
trade  for  your  desires. 

In  Hamilton’s  time,  one  thing  was 
unequivocally  money,  full-bodied 
coins,  which  is  to  say  coins  composed 
of  silver  or  gold  worth  in  the  bullion 
market  something  close  to  the  value 
stamped  on  the  coin.  The  coins  could 
be  stored  and  later  exchanged  for 


goods.  Moreover,  through  their  silver 
or  gold  content,  full-bodied  coins  also 
represented  economic  value. 

Matters  begin  to  get  cloudier  when 
we  turn  to  other  types  of  assets. 
Consider,  for  example,  your  checking 
account.  Are  the  deposits  in  your 
account  a form  of  money?  Serious 
people  have  seriously  debated  that 
question.  The  consensus  opinion  is 
that  yes,  checkable  deposits  are  money. 
After  all,  they  store  value,  are  denom- 
inated in  units  of  account,  and  they 
help  us  pay  for  goods.  Though  many 
retailers  long  ago  stopped  taking 
personal  checks,  by  dollar  value  most 
of  our  payments  today  are  made 
by  check. 

Think  about  it.  Each  month  you 
probably  pay  everything  from  your 
credit  card  bill  to  your  home  mortgage 
to  your  automobile  payment  with  a 
check,  be  it  of  the  old-fashioned  paper 
kind  or  the  new,  purely  electronic 
variety.  And  unless  you  are  a drug 
dealer  or  a nightclub  owner,  most  of 
the  payments  you  receive  are  probably 
also  in  the  form  of  a check  or  its  mod- 
ern equivalent,  the  direct  deposit. 

What  then  of  your  savings  account, 
cash  management  account,  or  money 
market  mutual  fund  account?  Indeed, 


what  of  your  bond  or  stock  mutual 
fund?  Your  U.S.  savings  bonds?  They 
all  store  and  represent  value.  But  they 
don’t  directly  make  payments,  even  if 
the  process  appears  seamless  to  you. 

To  pay  your  mortgage  out  of 
your  savings  account  requires  that 
the  funds  first  be  transferred  to  your 
checking  account.  Drafts  on  your 
money  market  account  require  the  liq- 
uidation (sale)  of  some  of  your  shares 
in  the  fund.  Your  other  financial 
assets  can  likewise  be  exchanged, 
some  more  quickly  and  cheaply  than 
others,  for  media  of  exchange  like 
coins,  notes,  or  checking  deposits. 

Financial  assets,  therefore,  are  not 
quite  money  but  they  are  nearly  so 
because  they  fulfill  two  monetary 
functions  and  can  quickly  be  made  to 
fulfill  the  third.  Importantly,  people 
and  businesses  actually  treat  financial 
assets  as  “near  money.”  Monetary 
economists  developed  two  ways  of 
handling  this  situation,  both  of  which 
attempt  to  capture  a given  asset’s 
degree  of  “moneyness.”  The  first 
method,  which  is  used  by  the  Federal 
Reserve  and  the  European  Central 
Bank,  among  others,  is  to  assign 
assets  with  similar  monetary  qualities 
to  classes. 
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Source:  Porter  and  Christie  Journal,  1790-1793, 


I'nrtait  of  Treasun • Secretary  Alexander  Hamilton. 


Thus,  the  Fed’s  “Mi”  definition  of 
the  money  supply  includes  Federal 
Reserve  Notes,  Treasury  coins,  traveler's 
checks,  and  checkable  deposits.  Those 
assets  plus  retail  savings  deposits  and 
money  market  fund  shares  form  a larger 
monetary  aggregate  that  the  Fed  calls 
“Mi."  “M3”  includes  all  of  the  “Mi” 
assets  plus  institutional  rime  deposits  and 
money  market  funds,  repurchase  agree- 
ments, and  eurodollars.  A still  wider 


aggregate,  “l."  or  “M4,”  includes  “M3” 
and  short-term  Treasury  bonds,  savings 
bonds,  and  short-term  business  bonds. 

The  second  method,  called  “Divisia,” 
tries  to  capture  the  “moneyness”  of 
specific  assets  by  assigning  weights  to 
them.  Federal  Reserve  notes,  coins, 
and  checkable  deposits  receive  a “1,” 
or  a full  weight.  Less  liquid  assets 
receive  lower  weights,  depending  on 
how  quickly  and  cheaply  they  can  be 


exchanged.  In  the  abstract,  do  isia 
weighting  is  more  nuanced  than, 
and  hence  superior  to,  Fed-stvle  aggre- 
gates. Determining  divisia  weights, 
however,  presents  sticky  empirical 
problems  that  have  not  yet  been 
overcome. 

But  that  need  not  concern  us 
here.  The  point  is  that  Hamilton 
understood  that  the  Treasury  bonds 
that  he  wanted  to  create  would 
possess  certain  money-like  qualities: 
they  would  both  store  and  represent 
value  and,  perhaps  most  importantly, 
they  could  be  exchanged  for  media 
of  exchange -coin,  bank  notes, 
deposits  - relatively  quickly  and 
cheaply.  “Cash”  they  were  not.  But 
neither  were  they  land,  or  ships,  or 
livestock,  or  even  corporate  shares. 

Investors  who  wished  to  liquidate 
their  11. S.  bonds  could  do  so  by 
approaching  a dealer,  who  would  give 
them  immediate  cash  at  his  “bid” 
price.  (For  an  example  of  such  a trans- 
action, see  Figure  1.)  Those  who  were 
not  in  a rush  could  sell  their  bonds 
through  a broker  who  charged  1/8  or 
1/4  of  a percent -when  he  found  an 
acceptable  buyer. 

Trading  volumes  for  American  gov- 
ernment bonds  were  impressive  by 
the  standards  of  their  times.  The  fol- 
lowing table  represents  some  (alas 
unknowable)  fraction  of  trading  in 
various  U.S.  bonds  (6s,  3s,  Deferred, 
Ss,  Navy  6s,  Louisiana  6s,  Converted 
6s,  Exchanged  6s,  7s,  and  4.5s)  in 
Connecticut,  Georgia,  Maryland,  New 
Hampshire,  New  Jersey,  New  York, 
North  Carolina,  Pennsylvania,  Rhode 
Island,  South  Carolina,  and  Virginia 
from  the  origins  of  Hamilton’s  funding 
system  until  the  repayment  of  the 
national  debt  in  full  during  the  admin- 
istration of  Andrew  Jackson.  The 
takeaway  here  is  that  Hamilton’s 
prediction  that  “the  public  debt... 
shall  be  rendered  a substitute  for 
money”  was  prescient. 

Funding  the  national  debt  was  not 
Hamilton’s  only  contribution  to  our 
early  monetary  system.  In  the  Mint 
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Year 

Total  Par  $ of  Sales  in  the  Sample 

Total  No.  of  Sales  in  the  Sample 

1790 

$447,857.92 

246 

1791 

$7,846,219.00 

5,566 

1792 

$7,171,626.47 

7,077 

1793 

$2,593,669.39 

2,556 

1794 

$1,936,077.64 

2,074 

1795 

$2,224,321.83 

3,228 

1796 

$1,585,086.93 

2,108 

1797 

$ 1 ,080,420.78 

1,247 

1798 

$1,061,315.79 

950 

1799 

$1,019,449.19 

1,069 

1800 

$2,970,559.22 

2,186 

1801 

$4,176,301.01 

2,866 

1802 

$4,353,652.96 

3,052 

1803 

$3,934,689.85 

2,168 

1804 

$4,194,508.92 

2,190 

1805 

$2,968,683.77 

1,688 

1806 

$4,381,071.57 

2,303 

1807 

$6,453,146.54 

2,31  1 

1808 

$8,933,783.61 

1,904 

1809 

$6,065,009.24 

2,191 

1810-1819 

$49,503,929.71 

9,915 

1820-1834 

$3,316,642.50 

1,345 

TOTALS 

$128,218,023.84 

60,240 

Source:  National  Archives,  RG  53,  Records  of  the  Bureau  of  the  Public  Debt 


Act  of  1792,  Hamilton  created  an 
American  unit  of  account  by  defining 
the  U.S.  dollar  in  terms  of  gold  and 
silver.  That  clause  was  more  important 
than  the  establishment  of  the  Mint 
itself,  which  as  it  turned  out  supplied 
but  a small  fraction  of  the  U.S.  money 
supply,  even  if  narrowly  defined  as 
“Mi”  or  “cash.”  The  bulk  of  the 
money  supply  was  composed  of  bank 
liabilities- both  notes  and  deposits- 
and  foreign  coins  rated  in  U.S.  dollars 
(See  Figure  2 on  page  17). 

Thanks  to  Hamilton,  the  Mint  Act, 
and  the  establishment  of  a central 
bank  called  the  Bank  of  the  United 
States,  there  was  never  any  question 


how  much  economic  value  a U.S. 
dollar  represented,  be  that  dollar  in 
the  form  of  a bank  note,  a bank 
deposit,  a U.S.  bond,  or  even,  ironically 
enough,  a foreign  coin.  Contrast  that 
solidity  with  the  fickle  experience  of 
the  Continental  dollar  and  colonial  and 
state  bills  of  credit,  and  it  is  little  won- 
der that  many  contemporaries  consid- 
ered Hamilton  the  finest  financial 
mind  of  his  or  any  age.  on 

Robert  E.  Wright  is  the  co-author 
of  Financial  Founding  Fathers, 
and  the  author  of  five  other  books 
on  U.S.  financial  history.  He  teaches 


economics,  business,  and  history  at 
New  York  University  and  DeVry 
University. 

Note 

1.  For  general  discussions  of  Hamilton’s 
role  in  the  development  of  the  early 
financial  system  of  the  United  States,  see 
Robert  E.  Wright,  The  First  Wall  Street: 
Chestnut  Street,  Philadelphia  and  the 
Birth  of  American  Finance  (Chicago: 
University  of  Chicago  Press,  2005)  and 
Robert  E.  Wright  and  David  J.  Cowen, 
Financial  Founding  Fathers:  The  Men 
Who  Made  America  Rich  (Chicago: 
University  of  Chicago  Press,  2006). 
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H.R.  Harmer,  Inc.  is  proud  to  present 
the  historic  American  Bank  Note 
Archives  Auction: 

Highlights: 


• Berkshire  Hathaway  Inc. 
Class  A Common  Stock,  with  the 
highest  share  price  of  any  stock 
certificate 

• Unique  Enron  models  and 
proofs  with  production  files 

• Over  100+  lots  of  aviation 
and  aerospace  stock  and  bond 
certificates  including  Verville 
Aircraft,  Piper  Aircraft,  Gates 
Lear  Jet,  Cessna,  Allegheny  Air- 
lines, PSA  and  many  others 

• 120+  lots  of  railroads,  many 
unlisted  in  Cox 

• Over  70+  lots  of  automobile 
and  related  stocks  including 
Cord,  Tucker,  Rolls  Royce, 
Daimler-Benz,  Hercules,  Volvo, 
unique  essay  Ford  Certificate  and 
many  others 

• 1 50+  lots  of  Banking  and 
National  Bank  certificates 

• Over  100+  lots  of  foreign 
stocks  and  bonds  including 
ADR's 

• Over  25  lots  of  Hawaiian 
stock  and  bond  certificates 

• J.M.  & M.S.  Browning,  the 
parent  company  of  Browning 
Arms,  the  famous  gun  company 

• DuPont  American  Indus- 
tries bond  listing  collateral  of 
7,000,000  shares  of  GM,  issued 
in  1921 

• More  than  50  lots  of  internet 
and  early  computer  stock  certifi- 
cates 


Stock  and  Bond  Certificates 
Banknotes  and  Vignettes 
Vignette  Books 
Production  Material 
Security  Printing  Ephemera 
Fiscal  Paper 


January  31st, 

February  1st  and  2nd,  2007 
West  Caldwell,  New  Jersey 


H.R.  Harmer,  Inc. 

Since  1 940,  home  of  the  great  “name”  auctions 

www.hrharmer.com 

775  Passaic  Avenue  • West  Caldwell,  NJ  07006 
Phone:  (973)  882-0887  • Toll  Free:  (800)  782-6771 
E-Mail:  hrharmer@hrhanner.com 

H.R.  Harmer,  Inc.  is  an  ESCALA  GROUP  Company. 
NASDAQ  Symbol:  ESCL 
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A majority  of  the  material  in  this  sale 
will  he  offered  for  the  first  time 
to  the  collecting  public.  All  of  the  items 
being  offered  are  fresh  front  the  Archive 
of  the  American  Banknote  Company 
and  up  until  a little  over  a year  ago,  had 
been  know  n to  exist  to  only  a handful 
of  people.  The  scope  and  quality  of  the 
material  in  this  archive  is  staggering  and 
offers  many  opportunities  for  the  general 
collector,  specialist  and  dealer  to  acquire 
items  that  are  unique  or  extremely  rare. 

The  selection  of  stock  and  bond  certifi- 
cates in  this  archive  is  outstanding.  With 
well  over  1,400  lots  of  certificates,  many 
w ith  multiple  pieces,  hundreds  of  w ell 
known  company 's  certificates  are  repre- 
sented and  being  seen  for  the  first  time. 
Time  periods  range  from  the  1880's  up 
until  2000.  Topics  include  Railroads;  Au- 
tomobile; Navigation;  Mining;  Wall  Street 
and  Stock  Brokers;  Banking  and  National 
Banks;  Oil  and  Gas;  Manufacturing; 
Computers  and  Internet;  I ntertainment; 
Sports;  Breweries;  Aviation  and  countless 
others  too  numerous  to  mention. 

Wall  Street  Corporate  History  is 
covered  in  this  archive  w ith  over  80 
specimens,  proofs  and  models  from  Mer- 
rill lynch.  Pierce,  Tenner  & Smith;  The 
Bear  Sterns  Companies;  l he  Goldman 
Sachs  Group;  Paine,  Webber.  Jackson  & 
Curtis;  The  Quick  & Reilly  Group;  Bache 
& Co.;  Philbro-Salomon;  Waterhouse 
Investor  Sen  ice;  Shearson  Hayden  Stone; 
1 .F.Hutton;  Smith  Barney:  Reynolds 
Securities;  Morgan  Stanley:  Shearson 
Lehman:  I he  NASDAQ  Stock  Market 
and  countless  others. 

Included  in  this  auction  are  over  300 
production  department  files  w ith  many 
made  up  of  unique  models  or  mockups 
of  the  final  or  proposed  designs:  proofs 
of  the  final  designs;  specimens  of  the 
final  designs:  progressiv  e proofs  of  the 
\ ignette.  title  and  text  with  separate 
matching  borders;  Large  Die  Proofs  of 
the  \ ignetles  including  allegorical  figures, 
lathe-work  borders,  text,  titles  and  corpo- 
rate seals;  original  artwork  of  the  certifi- 
cates and  correspondence  relating  to  the 
design  and  production  of  the  certificates. 
All  are  rare  and  many  are  unique  and  are 
being  offered  for  the  first  time. 


There  is  also  a fair  amount  of  foreign  share  certificates  and  American  De- 
positary Receipt's  from  Germany  . Trance.  Italy . I ngland:  Sweden;  I inland: 
Russia.  Spain;  Israel;  China;  Japan;  Singapore:  Hong  Kong.  Philippines;  Australia; 
South  Africa;  numerous  South  and  Central  American  countries  and  others.  I here 
is  literally  no  duplication  in  this  sale  of  other  than  a handful  of  certificates. 

Original  artwork  used  in  the  design  of  vignettes  for  stocks  and  bonds  will  be 
offered  including  an  incredible  original  oil  painting  by  A.T  Foringer  of  3 dy  namic 
allegorical  figures. 

Also  included  in  the  archive  is  an  immense  selection  of  proof  vignettes  used  on 
stocks,  bonds,  banknotes,  checks  and  security  printed  documents.  The  time  periods 
represented  ranges  from  the  1830’s  up  until  the  1990’s,  with  almost  every  ABN 
predecessor  company  represented  in  some  form,  l our  different  "Santa"  vignettes 
have  been  found  as  well  as  over  10  different  ’’Whaling”  vignettes.  Hundreds 
of  vignettes,  dating  from  the  1830’s  to  the  I860's.  used  on  obsolete  and  foreign 
banknotes  are  present  and  available  possibly  for  the  first  time.  Additionally,  there 
are  over  50  unique  large  format  production  department  proof  vignette  books  filled 
w ith  thousands  of  vignettes  that  w ill  be  offered. 


The  full  color,  lavishly 
illustrated  catalogue  for  this 
special  sale  is  $30.  Call  us  today 
to  order  it  with  your  credit  card. 


H.R.  Harrner,  Inc. 

Toll  Free:  (800)  782-6771 
E-Mail:  h r h a r me r(a  h rha r m e r.co  m 
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By  Richard  Sylla 

Wall  Street  suffered  its  first 
crash  in  March,  1792.  In  a matter  of 
weeks,  U.S.  government  securities 
comprising  the  national  debt  lost  a 
quarter  of  their  value.  Shares  of  the 
Bank  of  the  United  States,  founded  in 
1791,  fell  30  percent.  Shares  of  the 
new  Society  for  Establishing  Useful 


Manufactures  fell  45  percent.  A more 
seasoned  issue,  Bank  of  New  York 
shares,  declined  just  under  20  percent. 
Defaults  and  bankruptcies  were 
numerous.  As  confidence  and  trust 
collapsed,  a pall  fell  over  New  York 
and,  to  a lesser  extent,  the  Philadelphia 
and  Boston  securities  markets. 

Apart  from  financial  history 
specialists,  few  are  aware  of  this 


major  crash  and  panic  that  came 
during  the  birth  of  U.S.  capital  mar- 
kets. Our  history  books  far  more 
often  mention  similar  events  in  the 
years  1819,  1837,  1857,  1873,  1884, 
1893,  1907,  1929,  1987,  and,  more 
recently,  the  major  market  decline  from 
2000  to  2002.  One  reason  for  the 
difference  is  that  the  key  dimensions  of 
the  1792  crash  have  only  recently 
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been  recovered.  The  price  changes 
mentioned  in  the  previous  paragraph 
are  part  of  a new  securities  price 
database  compiled,  mostly  from  old 
newspapers,  by  Jack  W.  Wilson, 
Robert  E.  Wright,  and  me. 

A more  important  reason  why 
1792  is  less  than  memorable  is  that 
it  had  no  discernable  economic  con- 
sequences. There  was  no  recession, 
much  less  a depression.  Prices  stopped 
falling  by  mid-April,  the  U.S.  economy 
continued  to  grow  vigorously  as  it  had 
since  1789,  and  the  events  of  March 
were  soon  forgotten.  But  why?  Was 
this  just  an  early  example  of  that 
Divine  Providence  that  is  said  to  look 
after  fools,  drunks,  and  the  United 
States  of  America? 

No.  Potentially  damaging  economic 
consequences  of  the  panic  were 
avoided,  it  is  now  quite  clear,  by  very 


modern  cenrral-bank-like  interventions 
orchestrated  by  Alexander  1 lamilton. 
Hamilton,  Secretary  of  the  Treasury, 
at  the  time  was  executing  his  grand 
plan  to  give  the  country  a modern, 
state-of-the-art  financial  system. 
Hamilton,  who  knew  his  financial 
history,  was  well  aware  that  a disas- 
trous panic  could  defeat  the  plan, 
lie  had  studied  the  1720  collapse 
of  John  1 aw’s  Mississippi  Bubble  in 
France,  which  weakened  France 
for  decades,  and  the  related  collapse 
that  same  year  of  the  South  Sea 
Bubble,  which  had  somewhat  less 
damaging  consequences  for  Eng- 
land's  financial  system. 

'la/ . // (/)/  ; Q / ?.<)/ 

. C/fryiJi/  , y}u///r 

In  1791,  during  the  crash  of  a bubble 
connected  with  scripts  — rights  to 


buy  full  shares  — issued  in  the  IPO  of 
the  Bank  of  the  United  States  (BUS), 
Hamilton  wrote  Senator  Rufus  King 
that  “a  bubble  connected  with  my 
operations  is  of  all  the  enemies  1 
have  to  fear,  in  my  judgment  the 
most  formidable.”  So  Hamilton  then 
directed  open  market  purchases  of 
government  debt  to  inject  liquidity 
into  panicky  markets.  It  proved  to 
be  a test  run  for  a wider  range  of 
interventions  in  the  more  serious 
crash  of  1792. 

Bank  scripts  were  issued  on  July  4, 
1791.  For  a $25  down-payment,  an 
investor  received  a script  entitling  the 
holder  to  purchase  of  a full  BUS  share 
after  a series  of  further  payments  of 
$375.  Scripts  doubled  in  price  in  July, 
and  then  really  took  off,  reaching 
prices  of  $264  (New  York)  to  $300 
(Philadelphia)  on  August  11.  The 
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dotcom  bubble  of  recent  memory 
was  hardly  new  or  unique. 

In  the  following  days  and  weeks 
scripts  lost  more  than  half  of  their 
peak  valuations  — the  bid  price  was 
no  in  New  York  on  September  9 — 
dragging  down  with  them  prices  of 
U.S.  debt  securities.  Sensing  trouble, 
Hamilton  on  August  15  sprang  into 
action.  He  convened  a meeting  of  the 
commissioners  of  the  Sinking  Fund 
(himself  and  four  other  top  officials 
of  the  federal  government)  and  per- 


dated the  year  of  the  panic , 1792. 


suaded  them  to  authorize  open  market 
purchases  of  $300-400  thousand  of 
U.S.  debt  at  Philadelphia  and  New 
York.  The  Sinking  Fund  was  a feature 
Hamilton  had  included  in  his  1790 
national  debt  restructuring  plan, 
ostensibly  to  assure  investors  that  the 
U.S.  government  was  committed  to 
paying  down  its  debt,  but  really  — 
since  it  would  be  some  time  before 
federal  revenues  would  allow  any 
pay-down  — to  allow  just  such  short- 
term open-market  interventions.  The 


purchases  were  financed  by  loans 
from  banks. 

Over  the  next  month,  mid-August 
to  mid-September,  Sinking  Fund 
records  show  the  Treasury  purchasing 
$150  thousand  of  U.S.  debt  in 
Philadelphia  and  $200  thousand  in 
New  York,  where  the  money  was  bor- 
rowed from  the  Bank  of  New  York 
and  the  purchases  were  executed  by 
the  bank’s  cashier,  William  Seton.  The 
BUS,  the  national  bank,  had  just  had 
its  IPO  and  would  not  open  for  busi- 
ness in  Philadelphia  until  December,  and 
would  not  have  a New  York  branch 
until  April  1792.  Hamilton  therefore 
had  to  work  through  the  one  bank 
then  in  New  York,  and  it  probably 
helped  that  he  had  been  one  of  its 
founders  in  1784. 

By  having  the  Sinking  Fund  pur- 
chase about  two  percent  of  the  debt 
outstanding  in  1791,  Hamilton  had 
nipped  in  the  bud  an  incipient  market 
| crash.  The  liquidity  injection  calmed 
£ the  markets.  From  New  York,  Seton 
§ in  September  wrote  Hamilton  in 
| Philadelphia,  saying,  “You  have  the 
A blessings  of  thousands  here,  and  I feel 
| gratified  more  than  I can  express,  at 
| being  the  dispenser  of  your  benevo- 
lence.” Markets  are  grateful  to  central 
bankers  who  intervene  to  prevent  prices 
from  collapsing  by  buying  when 
everyone  else  wants  to  sell. 

yf  ar/jed  of  7/ie  77,92  Vftcmoc 
Traditional  accounts  of  rapid  run  up 
of  securities  prices  in  the  first  two 
months  of  1792,  followed  by  the 
crash  of  prices  in  March  and  April, 
blame  it  on  an  ill-fated  plan  of  a 
cabal  of  New  York  speculators  led  by 
William  Duer  to  corner  the  market 
for  U.S.  six  percent  bonds  (6s).  Under 
Hamilton’s  plan  for  capitalizing  the 
BUS,  investors  holding  Bank  scripts 
could  pay  three-fourths  of  the  full 
share  price,  $400,  by  tendering  6s. 

Duer  and  his  associates  plotted  to 
borrow  whatever  money  they  could, 
often  by  offering  very  high  rates  of 
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interest,  to  buy  up  most  of  the  6s,  and 
then  sell  at  high  prices  to  those  who 
needed  6s  to  purchase  Bank  shares  in 
179 2 and  1793.  ‘^s  die  plot  was 
implemented,  6s  rose  from  1 10  (per- 
cent of  par)  in  late  December  1^91  to 
125  by  mid  January  n9i,  to  a peak 
of  126.25  in  early  March.  But  on 
March  9 Duer  defaulted  on  his  debts, 
triggering  a chain  of  further  defaults 
and  liquidations  that  drove  6s  down 
to  a low  of  95  on  March  20.  Govern- 
ment securities  had  lost  a quarter  of 
their  value  in  about  two  weeks. 

More  recent  research  confirms 
that  another  factor  besides  the  Duer 
cabal  was  at  work  in  early  1792  to 
drive  up  prices  and  then  drive  them 
down.  Price  bubbles  are  almost  always 
fueled  by  newly-created  credit,  and  it 
happened  that  a new  and  large  source 
of  such  credit  became  available  at  the 
end  of  1791,  namely  the  Bank  of  the 
United  States.  The  Bank  opened  in 
Philadelphia  in  December  1-91,  and  bv 
the  end  of  January  1-92  it  had  issued 
S2.2  million  of  notes  and  deposits 
(monetary  liabilities)  while  discounting 
loan  paper  of  S2.~  million.  Some  of 
those  loans  found  their  way  to  Duer 
and  other  speculators. 

The  new  central  bank  had  been 
careless  with  its  credit  creation  in 
its  first  weeks  and  months.  Bv  early 
February,  holders  of  BUS  notes  and 
deposits  were  redeeming  them  for 
specie  reserves,  which  fell  from  $706 
thousand  on  December  29,  to  $510 
thousand  on  January,  to  $244  thou- 


sand on  March  9.  It  was  a classic  drain 
of  reserves  from  a bank  that  had 
expanded  credit  too  fast  and  too  far. 
In  February,  Hamilton  had  to  inform 
the  Bank  of  New  York,  which  itself 
was  stressed,  that  the  Treasury  would 
have  to  draw  funds  from  it  to  prop 
up  the  BUS  in  Philadelphia.  At  the 
same  time  he  urged  all  banks  to  reduce 
their  lending  "gradually.”  Instead,  the 
banks  stepped  hard  on  the  brakes; 
BUS  discounts,  for  example,  declined 
nearly  25  percent  from  January  31  to 
March  9,  the  very  day  William  Duer 
defaulted  on  his  debts.  Duer  no 
doubt  was  a reckless  speculator  and 
plunger.  But  in  the  end  he  and  others 
like  him  were  done  in  by  an  abrupt 
tightening  up  of  bank  credit. 

'(a nn//<  //  ' / (tr , //<  Y /■?  ,/  , 

On  March  19,  the  clay  before  U.S.  6s 
reached  their  panic  low  of  95  in  New 
York,  Hamilton  initiated  a number 
ot  actions  to  alleviate  the  financial 
distress.  First,  lie  asked  the  nation’s 
banks,  still  few  in  number,  to  lend 
money  to  merchants  who  owed  cus- 
toms duties  to  the  Treasury.  He 
promised  the  banks  that  the  Treasury 
would  not  draw  the  money  from 
them  for  three  months. 

Second,  Hamilton  reminded  the 
Treasury’s  collectors  of  customs  in 
the  nation’s  port  cities  that  they  were 
authorized  to  receive  post-notes  of 
the  BUS  maturing  in  30  days  or  less 
“upon  equal  terms  with  cash,”  and 
he  encouraged  the  BUS  to  issue  such 


post-notes  as  a way  of  temporarily 
conserving  its  specie  reserves. 

Third,  Hamilton  had  the  Treasury 
make  open  market  purchases  at 
Philadelphia,  using  the  funds  autho- 
rized to  be  spent  by  the  Sinking  Fund 
in  1791  that  had  nor  been  expended 
then.  And  he  called  the  Sinking  Fund 
commissioners  to  meet  on  March  21 
to  authorize  more  open  market  pur- 
chases of  U.S.  debt.  There  were  some 
delays  in  getting  the  authorizations, 
bur  over  the  next  month  Hamilton 
directed  agents  in  Philadelphia  and 
New  York  to  purchase  on  the  open 
market  nearly  $250  thousand  worth 
of  U.S.  debt  to  inject  liquidity  to  the 
panicked  securities  markets. 

Fourth,  Hamilton  learned  in  March 
that  the  U.S.  minister  in  Amsterdam 
had  arranged  a loan  to  the  Treasury 
from  Dutch  bankers  of  three  million 
florins  ($1.2  million)  at  four  percent 
interest.  He  directed  his  agents  in 
U.S.  markets  to  publicize  news  of  the 
loan,  to  assure  panicky  investors  that 
U.S.  finances  were  in  strong  shape. 

Fifth,  Hamilton  initiated  a plan 
among  the  banks,  merchants,  and 
securities  dealers  in  New  York  to 
cooperate  in  stemming  the  crisis.  In  a 
letter  of  March  22  (which  became 
public  only  in  2005),  Hamilton  sug- 
gested to  Seton  at  the  Bank  of  New 
York  that  rather  than  dump  their 
holdings  on  the  market  to  meet  liq- 
uidity needs,  which  would  only  exac- 
erbate the  crisis,  the  merchants  and 
dealers  instead  use  up  to  $1  million  of 
U.S.  securities  at  values  specified  by 
Hamilton  as  collateral  for  credits  at 
the  bank.  The  dealers  and  merchants 
could  then  write  checks  against  these 
credits  to  settle  their  accounts  with 
one  another,  avoiding  panic  liquidation. 

Anticipating  what  decades  later 
would  be  called  Bagehot’s  rules  for 
proper  central  bank  behavior  in  a 
crisis,  Hamilton  directed  that  the 
loans  be  made  at  the  high  discount 
rate  of  seven  percent  instead  of  the 
usual  six  percent.  Walter  Bagehot,  a 
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student  of  English  central  banking, 
publicized  his  rules  in  his  book  Lom- 
bard Street  in  1873.  The  rules  in  essence 
said  that  a central  bank  in  a crisis 
should  lend  freely  on  good  collateral, 
such  as  government  securities,  but  at 
a high  rate  of  interest  so  borrowers 
would  have  an  incentive  to  repay  the 
loans  as  soon  as  the  crisis  had  passed. 
Hamilton’s  creative  financial  mind 
had  come  up  with  Bagehot’s  rules 
nine  decades  before  Bagehot. 

But  what  if  the  crisis  did  not  end 
and  the  Bank  of  New  York  got  stuck 
with  collateral  that  had  fallen  in  value. 
Hamilton  deemed  that  possibility 
“not  supposeable,”  but  to  alleviate 
concerns  on  the  part  of  the  bank,  he 
offered  to  repurchase  from  it  up  to 
$500  thousand,  again  at  the  values 
Hamilton  had  specified.  In  other  words, 
Hamilton  combined  a repurchase 
agreement  with  Bagehot’s  rules. 

The  plan  was  implemented.  Five 
days  later,  an  agent  of  Hamilton’s  in 


New  York  wrote  to  him  to  report, 
“The  dealers  last  night  had  a meeting 
& appointed  a committee,  to  confer 
with  the  directors  of  the  two  banks 
[Bank  of  New  York,  and  the  BUS 
New  York  branch  about  to  open  in 
April].  The  propositions  they  are  to 
hold  out  I hear  in  general  is  to  offer, 
funded  debt,  at  your  price  [emphasis 
added]  as  pledges  for  their  discounts 
-&C  they  are  to  sign  an  agreement  to 
bind  themselves  not  to  draw  any 
specie  from  the  banks,  on  account  of 
the  discounts  they  shall  obtain  and 
giving  checks  to  each  other...” 

Together  the  combined  effect  of 
Hamilton’s  crisis  management  mea- 
sures worked.  By  mid-April,  the  Panic 
of  1792,  Wall  Street’s  first  crash,  was 
over  and  the  securities  markets 
returned  to  routine  trading  activities. 
Despite  many  bankruptcies,  there 
were  virtually  no  negative  effects  on 
the  U.S.  economy.  It  continued  to  grow 
at  higher  rates  than  were  common 


before  the  financial  reforms  that  began 
in  1789. 

In  the  aftermath  of  the  panic,  24 
brokers  and  dealers  met  in  May 
under  a buttonwood  tree  on  Wall  Street, 
and  subscribed  to  an  agreement  that 
is  regarded  as  the  origin  of  the  New 
York  Stock  Exchange.  Ten  of  the  24 
had  sold  securities  to  the  Treasury  in 
the  open  market  purchases  of  March 
and  April.  So  it  is  possible  that  the 
spirit  of  cooperation  in  the  financial 
community  Hamilton  encouraged  dur- 
ing the  panic  carried  over  when  Wall 
Street  moved  toward  an  improved 
trading  system  in  May. 

There  was  political  fallout  from 
the  1792  panic.  The  crisis  appeared 
to  confirm  in  the  minds  of  leaders 
such  as  Jefferson  and  Madison  that 
Hamilton’s  financial  program  was 
turning  the  United  States  into  a 
nation  of  paper  speculators  and 
stockjobbers  rather  like  England, 
instead  of  the  nation  of  virtuous 
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Republican  farmers  they  hoped  for. 
Jefferson  and  Madison  redoubled  their 
efforts  in  opposition  to  Hamilton's 
measures.  Thus,  the  panic  encouraged 
the  formation  of  a two-party  system 
of  politics  and  government  that  was 
emerging  in  those  early  years,  largely 
as  a consequence  of  Hamilton’s 
financial  program. 

^ Jfa  //  a , ~t  i /t/ ftt/ . / )rt lifer 

We  usually  think  of  Alexander  Hamil- 
ton as  the  country’s  first  Secretary  of 
the  Treasury  who  successfully  stabilized 
the  new  federal  government’s  initially 
shaky  finances.  We  also  know  that  he 
was  quite  a soldier,  lawyer,  constitu- 
tionalist, and  political  essayist  — 
among  other  things,  he  conceived  of 
the  Federalist  Papers  project  and 
wrote  three-fifths  of  the  85  Federalist 


essays.  We  know  that  he  conceived 
and  founded  the  BUS,  the  nation’s 
first  central  hank,  hut  that  he  left  the 
management  of  it  to  others.  In  1791 
and  1 ”92,  however,  when  the  BUS  — 
and  indeed,  the  entire  U.S.  financial 
system  — was  new  and  inexperienced, 
it  is  clear  that  I lamilton  acred  as  a 
central  hanker  and  crisis  manager. 

Thus,  as  we  approach  the  250th 
(or  some  say,  252nd)  anniversary  of 
Hamilton’s  birth  on  January  1 1,  2007, 
we  can  add  another  feather  to  Hamil- 
ton's cap.  He  was  one  of  the  very  first 
central-bank-like  managers  of  a 
financial  crisis.  As  in  so  many  other 
areas  of  his  endeavors,  despite  having 
few  precedents  to  guide  him,  as  a 
central  banker  Hamilton  acquitted 
himself  quite  well.  HU 
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When 

Washington 


SHUT  DOWN 

Wall  Street: 

The  Great  Financial  Crisis  of  1914  and 
the  Origins  of  America’s  Monetary  Supremacy 


By  'William  L.  Silber 

When  Washington  Shut  Down  Wall 
Street  (Princeton  University  Press,  200-y) 
unfolds  like  a mystery  story.  It  describes  how 
Treasury  Secretary  William  G.  McAdoo  turned 
the  financial  crisis  threatening  America  at  the 
outbreak  of  the  First  World  War  into  a monetary 
triumph.  It  also  provides  a blueprint  for  crisis 
control  that  merits  attention  today.  This  excerpt 
summarizes  McAdoo’s  battle  for  American 
financial  credibility  during  four  months  in 
1914,  from  the  end  of  filly  through  the  middle 
of  November,  and  explains  how  this  brief  period 
changed  the  course  of  U.S.  monetary  history. 

The  Background 

The  Great  War  threatened  the  United  States 
with  financial  disaster.  Europeans  began  to 
liquidate  their  Wall  Street  investments  during 
the  last  week  of  July  1914  and  transfer  gold  to 
Europe  to  pay  for  the  war.  Foreign  investors 
owned  more  than  20  percent  of  American 
railroad  securities,  the  largest  category  of 
securities  traded  on  the  New  York  Stock 
Exchange.1  Under  the  gold  standard,  they 


could  demand  the  precious  metal  in  exchange 
for  the  proceeds  of  their  stock  sales.  The 
biggest  gold  outflow  in  a generation  imper 
iled  America’s  ability  to  repay  its  debts 
abroad.  Fear  that  the  United  States  would 
abandon  the  gold  standard  pushed  the 
value  of  the  dollar  to  unprecedented 
depths  on  world  markets. 

The  European  assault  on  American 
finance  brought  danger  and  opportunity. 

In  1914  the  United  States  was  a debtor 
nation  with  a history  of  financial 
crises.  Failure  to  meet  its  foreign 
obligations  could  sink  American 
dreams  of  world  monetary  leader- 
ship. If  it  passed  the  test,  however, 
the  United  States  could  jump  to 
the  head  of  the  class. 

Less  than  three  weeks  after 
the  outbreak  of  the  European 
conflict,  Woodrow  Wilson 
reviewed  a roadmap  for 
America’s  march  to  world 
financial  supremacy.  Henry 
Lee  Higginson,  an  invest- 
ment banker  in  Boston, 
wrote  to  the  president  on 
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August  20,  1914,  that  “England  lias 
been  the  exchange  place  of  the 
world,  because  of  living  up  to  every 
engagement,  and  because  the  power 
grew  with  the  business.  Today  we 
can  take  this  place  if  we  choose;  but 
courage,  willingness  to  part  with 
what  we  don't  need  at  once,  real 
character,  and  the  living  up  to  all 
our  debts  promptly  will  give  11s  this 
power;  and  nothing  else  will.  I 
repeat  that  it  is  our  chance  to  take 
first  place.”2 

Wilson  sent  Higginson’s  letter  to 
Treasury  Secretary  William  (1.  McAdoo 
with  the  following  covering  message: 
“Here  is  a letter  which  is  no  doubt 
worth  your  reading  whether  you  think 
the  suggestions  are  practicable  or 
not."  McAdoo  had,  in  fact,  launched 
a plan  to  defend  American  financial 
honor  before  he  received  Higginson’s 
letter  from  Wilson. 

The  Crisis 

In  1914,  most  developed  countries- 
including  Austria,  Belgium,  Britain, 
France,  Germany,  Italy,  Japan,  and 
Spain -could  rely  on  central  banks  to 
fight  their  financial  battles.'4  Even  Czar 
Nicholas  II  had  the  Imperial  Bank  of 
Russia.  The  United  States,  without  a 


central  bank  since  1836,  after  Andrew 
Jackson  scuttled  the  Second  Bank  of 
the  United  States,  resembled  a head- 
less financial  giant.  The  Federal 
Reserve  System,  authorized  by  Con- 
gress on  December  23,  1913,  remained 
on  the  drawing  board.  It  could  have 
been  a classic  power  vacuum,  espe- 
cially with  President  W oodrow  Wilson 
distracted  by  his  wife’s  fatal  illness. 

McAdoo  seized  the  opportunity  to 
confront  the  panic.  I le  tried  to  get  the 
Federal  Reserve  System  up  and  run- 
ning to  combat  the  danger.  Benjamin 
Strong,  governor-elect  of  the  powerful 
Federal  Reserve  Bank  of  New  York 
and  a leading  figure  during  the  forma- 
tive years  of  the  central  bank,  wanted 
to  protect  the  new  currency  system 
from  the  crisis,  lie  blocked  McAdoo’s 
push  for  an  early  opening  of  the  Fed- 
eral Reserve  Banks.  The  reversal  set 
the  stage  for  McAdoo’s  improvisa- 
tional  skills.  Failure  to  respond 
promptly  would  have  spelled  disaster. 

The  sale  of  dollars  for  pounds  ster- 
ling in  the  foreign  exchange  market, 
and  the  jump  in  the  exchange  rate  to 
four  cents  above  the  gold  export  point 
on  July  27,  1914,  provoked  record 
gold  shipments  to  Europe.  The  failure 
of  the  price  of  sterling  to  decline  in 


response  to  the  gold  exports  signaled 
an  unprecedented  problem.  On  July 
;o,  McAdoo  rushed  tons  of  gold  to 
Treasury  offices  around  the  country  to 
trumpet  America’s  commitment  to 
redeem  dollars  in  the  precious  metal.5 

The  following  day,  July  31,  1914, 
McAdoo  shut  the  New  York  Stock 
Exchange  for  an  unprecedented  four 
months  to  hamper  British  sales  of 
American  securities.  The  British  could 
not  drain  American  gold  without  the 
dollar  proceeds  from  sales  of  U.S.  stocks 
and  bonds.  On  August  3 he  flooded 
the  country  with  paper  currency  to 
prevent  a repetition  of  the  bank  runs 
that  had  embarrassed  America  only  a 
few  years  earlier,  during  the  Panic  of 
i907.h  Banks  avoided  suspending 
their  obligations  in  1914  by  offering 
depositors  the  emergency  currency 
dispensed  under  McAdoo’s  orders. 

William  McAdoo  knew,  however, 
that  these  finger-in-the-dike  measures 
could  not  remain  in  place  forever. 
Shutting  the  stock  exchange  immobi- 
lized the  capital  market  and  unlimited 
supplies  of  emergency  currency 
tempted  inflation.  McAdoo  recog- 
nized that  he  needed  an  exit  strategy 
to  replace  these  powerful  weapons 
before  they  disrupted  the  economy. 
He  understood  that  the  gold  drain 
could  be  reversed  by  promoting 
American  exports  of  agricultural 
goods  to  offset  European  sales  of  U.S. 
securities.  On  August  14,  1914, 

McAdoo  met  with  businessmen  at  the 
Treasury  to  arrange  for  “sufficient 
ships  to  move  our  grain  and  cotton 
crops  to  European  markets.”8  The 
conference  created  the  Bureau  of 
War  Risk  Insurance  which  supported 
the  dollar's  redemption  in  the  foreign 
exchange  market.  McAdoo  also  sub- 
sidized a rescue  of  New  York  City 
from  the  brink  of  bankruptcy.  America’s 
largest  city  had  to  repay  maturing 
debts  in  London  denominated  in 
British  pounds.  McAdoo’s  assistance 
introduced  the  'Too  Big  to  Fail’  doc- 
trine in  American  finance. ’’ 
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As  1914  drew  to  a close,  the  flood 
of  emergency  currency  receded  and 
the  New  York  Stock  Exchange  reopened. 
McAdoo  had  tamed  the  crisis  without 
inflicting  collateral  damage. 

The  Battle  for 
Financial  Supremacy 

Britain  ruled  world  finance  in  1914. 
Two  characteristics -the  pound  sterling 
as  international  money  and  London  as 
global  money  lender-qualified  Britain 
for  the  world  financial  crown.  The 
pound  served  as  the  currency  of  choice 
for  international  transactions,  just  as 
the  dollar  does  today,  and  borrowers 
throughout  the  world  visited  London, 
rather  than  Wall  Street,  to  raise  capital. 
The  war  would  force  London,  at  least 
temporarily,  to  stop  supplying  capital 
abroad  but,  according  to  British  econo- 
mist John  Maynard  Keynes,  it  could 
continue  as  king  of  international 
finance  by  insuring  that  sterling  remained 
as  good  as  gold.  Britain  signaled  its 
intention  in  August  1914  to  continue 
as  the  world’s  financial  superpower  by 
following  Keynes’  advice. 

Treasury  Secretary  McAdoo  recog- 
nized America’s  opportunity  to  shine 
by  remaining  true  to  gold,  just  like 
the  world’s  monetary  superpower.  A 
suspension  of  the  gold  standard  in 
1914  would  have  been  a setback  to 
American  dreams  of  international 
financial  leadership.  The  Panic  of  1907 
had  already  damaged  U.S.  credibility. 
A panic  in  1914  would  have  been  the 
second  act  in  an  American  financial 
tragedy.  Alexander  Noyes,  the  con- 
temporary business  editor  of  The  New 
York  Times,  highlighted  the  drama 
when  he  said:10  “It  is  not  too  much  to 
say  that  as  a matter  of  financial  history, 
the  United  States  stood  during  those 
two  or  three  weeks  of  August  at  the 
parting  of  the  ways.”  Suspending  the 
gold  standard  would  have  relegated 
the  dollar  to  second  class  status.  Sterling 
would  have  remained  the  undisputed 
money  of  choice  for  international  finance. 

McAdoo  maintained  America’s  com- 


Crowd gathers  outside  the  offices  of  The  New-York  Tribune 
after  the  suspension  of  trading  on  the  New  York  Stock  Exchange. 


mitment  to  the  gold  standard  while 
every  other  country  of  the  world,  save 
for  Britain,  abandoned  it  because  of 
the  war.  How  important  was  the  gold 
standard  at  the  outbreak  of  the  Great 
War?  Keynes  said  that  London’s  posi- 
tion as  the  world’s  leading  financial 
center  would  surely  be  jeopardized  if 
Britain  suspended  gold  payments.  He 
advised  the  British  government  that 
“we  should  not  repudiate  our  external 
obligations  to  pay  gold  until  it  is 
physically  impossible  for  11s  to  fulfill 
them.”11  Keynes  knew  that  capital 
markets  forgive  a country  that  sus- 
pends specie  payments  during  wartime 
as  long  as  it  resumes  its  obligation 
after  the  emergency  has  passed.12  But  a 
financial  superpower  must  meet  a 
higher  standard.13 

McAdoo’s  boost  to  the  dollar’s 
credibility  helped  America  challenge 
Britain  as  the  financial  capital  of  the 
world.  November  11,  1914,  the  day 


the  dollar’s  discount  disappeared  on 
world  markets,  and  four  years  to  the 
day  before  the  Armistice,  marks  the 
turning  point  in  America’s  battle  for 
international  financial  leadership.  In 
January  1915  the  New  York  capital 
market  replaced  London  as  money 
lender  to  the  world.  Argentina, 
Canada,  and  China,  traditional  British 
clients,  visited  Wall  Street  to  raise  cap- 
ital.14 It  would  take  more  than  decade 
to  complete  the  transfer  of  financial 
power,  but  a tectonic  shift  in  monetary 
supremacy  had  begun.1-'’ 

The  Man  behind  the  Victory: 
William  G.  McAdoo 

William  Gibbs  McAdoo  was  born  in 
Marietta,  Georgia,  in  1863.  He  moved 
to  Knoxville,  Tennessee  in  1877,  when 
his  father  became  a Professor  of  History 
and  English  at  the  University  of  Ten- 
nessee. McAdoo  entered  the  University 
of  Tennessee  in  1879  and  joined  the 
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Portrait  of  U.S.  Secretary 
of  the  Treason  W illiam  VI c.Adoo. 


debating  society.  The  upper  classmen 
saddled  McAdoo,  a freshman  with  “a 
chip  on  his  shoulder,”  with  defending 
the  unpopular  side  of  every  issue."’  He 
enjoyed  the  limelight  and  knew  that  he 
wanted  to  be  a lawyer.  His  heart  settled 
on  studying  at  the  University  of  Virginia 
in  Charlottesville,  the  best  law  program 
in  the  country  from  where  McAdoo  sat. 
That  was  before  he  discussed  it  with 
his  father,  William  (I.  McAdoo  Sr. 

During  the  Christmas  holidays  in 
1SS1  young  Will  McAdoo  worked  in 
the  United  States  Circuit  Court  at 
Knoxville.  He  was  then  offered  a per- 
manent job  as  deputy  clerk  in  the  U.S. 
Circuit  Court  at  Chattanooga.  His 
father  urged  him  to  take  the  job  “to 
learn  law  from  actual  contact  with  the 
courts.”1'  In  May  1XX2  McAdoo  left 
Knoxville  for  Chattanooga,  one  year 
shv  of  his  college  degree.  He  never  got 
to  Charlottesville. 

McAdoo  was  admitted  to  the  bar  in 
Chattanooga  but  did  not  practice  law 
for  very  long.  His  father’s  advice  to 
study  law  by  apprenticeship  imprinted 
a pragmatic  gene  deep  inside  his  brain. 
It  altered  his  life. 

William  McAdoo  abandoned  his 
fledgling  legal  career  for  the  business 
world.  To  overcome  his  abbreviated 


academic  training,  McAdoo  mastered 
the  details  of  every  prospective  ven- 
ture. At  age  so,  before  launching  a 
plan  to  electrify  the  Knoxville  Street 
Railroad,  he  learned  how  to  calculate 
electric  power  and  how  dynamos  are 
set  up.  Despite  McAdoo’s  preparation, 
the  venture  failed  and  wiped  out  his 
life  savings.18 

Ten  years  later,  before  he  under- 
took to  build  a railroad  line  under 
the  Hudson  River,  he  investigated  an 
S abandoned  tunnel  dressed  in  rubber 
^ hip  boots,  yellow  oilskins,  and  carry- 
| ing  an  oil  lantern.  This  time 
§ McAdoo’s  groundwork  succeeded. 
7 As  president  of  the  Hudson  and 
Manhattan  Railroad  Company,  he 
inaugurated  passenger  rail  service 
between  Manhattan  and  New  Jersey 
in  1 908. 19  After  McAdoo  became 
Woodrow  Wilson’s  Treasury  Secre- 
tary in  1913,  his  practical  bent 
helped  to  avert  the  monetary  crisis 
that  began  with  the  outbreak  of  war 
in  th  e summer  of  1914. 

What  1914  Teaches 
about  Leadership 

McAdoo  succeeded  in  August  1914 
be  cause  he  did  not  hesitate  to  bludgeon 
the  crisis  with  a sledgehammer.  He 
wielded  powerful  weapons — suspend- 
ing stock  trading  for  four  months  and 
flooding  the  country  with  emergency 
currency  — that  could  have  injured 
America.  His  exit  plan  — stimulating 
agricultural  exports  with  the  Bureau  of 
War  Risk  Insurance — avoided  lasting 
damage  to  the  economy.  McAdoo  could 
apply  massive  force  because  he  had 
implemented  a plan  to  restore  normal 
functions.  Failure  to  include  a strategy 
for  withdrawal  either  promotes  toothless 
emergency  weapons,  like  a placebo  to 
treat  a serious  disease,  or  imposes 
unnecessary  costs. 

McAdoo  brought  more  than  a blue- 
print and  sledgehammer  to  the  crisis. 
Walter  Lippmann,  the  political  com- 
mentator and  nationally  syndicated 
columnist,  described  McAdoo  as 
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someone  who  is  “swift  to  note  and 
swift  to  move.  He  picks  his  course 
quickly,  moves  fast  upon  it  and  with 
great  audacity...  Instinctively  he  prefers 
the  bold  and  the  decisive  to  the  pru- 
dent and  the  tepid  course...”20 

Not  everyone  has  the  courage  to 
act,  even  when  they  know  what  to  do. 
Leadership  matters.  The  1970s  wit- 
nessed the  greatest  peacetime  inflation 
in  the  United  States.  The  Federal  Reserve 
System  had  been  in  operation  for 
more  than  half  a century  when  infla- 
tion spiraled  out  of  control.  Arthur 
Burns,  a former  Columbia  University 
economist  and  president  of  the  National 
Bureau  of  Economic  Research,  sat  at 
the  helm  of  the  Federal  Reserve  System 
for  nearly  the  entire  decade.  He  had 
been  appointed  Chairman  of  the  Federal 
Reserve  Board  by  President  Richard 
Nixon  in  L970.  Economists  knew  how 
to  stem  the  inflation  that  threatened  to 
destroy  American  economic  stability. 
According  to  Milton  Friedman,  the 
problem  was  not  lack  of  knowledge 
but,  rather,  lack  of  leadership.21  He 
said:  “The  explanation  for  (the  Great 
Inflation]  is  fundamentally  political, 
not  economic... I believe  that  Arthur 
Burns  deserves  a lot  of  the  blame,  and 
he  deserves  the  blame  because  he 
knew  better.”22 

The  American  financial  system  could 
have  survived  the  summer  of  1914  even 
if  McAdoo  had  done  nothing.  The  gold 
drain  would  have  disappeared  as  the 
war  forced  Britain  to  America’s 
doorstep  for  provisions.  But  the  clarity 
of  hindsight  ignores  contingencies  that 
failed  to  materialize.  Alexander  Noyes, 
in  his  retrospective  a decade  later, 
said:23  "It  should  not  be  forgotten  that 
the  financial  outlook  for  the  United 
States  seemed  desperate,  even  to  a great 
part  of  the  banking  community,  at  the 
time  when  maintenance  of  gold  pay- 
ments was  agreed  on. . . ( I]t  is  impossible 
to  be  sure  that  a decision  in  August 
1914,  to  suspend  gold  payments,  even 
with  the  purpose  of  subsequently 
resuming  them,  would  not  have  given 
to  at  least  our  immediately  subsequent 
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In  the  brave  new  world  of 
401  (k)  plans,  IRAs,  SEPs,  and  variable 
annuities,  funding  life  after  work  is 
anything  but  SIMPLE.  For  many 
workers  today,  the  pension  seems  like 
the  good  old  days.  Indeed  the  idea  of 
the  employer-paid,  defined-benefit 
plan  dates  back  to  Colonial  times.  But 
corporate-sector  pensions  were  only 
the  norm  since  after  World  War  II.1 

Except  for  military  pensions,  few 
Americans  were  covered  by  retirement 
plans  with  well-defined  rules  until  U.S. 
municipalities  began  offering  plans  in 
the  19th  century.  Teachers,  firefighters, 
and  police  officers  were  typically  the 
first  non-military  workers  to  receive 
a retirement  plan  as  part  of  their 
compensation. 

In  the  early  decades  of  the  20th  cen- 
tury, pension  coverage  in  the  public 
sector  expanded  rapidly.  After  1920, 
all  federal  workers  were  covered  by 
a pension,  and  the  share  of  state 
and  local  workers  participating  in 
retirement  plans  continued  to  grow. 
In  contrast,  pension  coverage  in  the 
private  sector  was  very  low  and 
remained  less  than  10  percent  of  the 
non-farm  labor  force  on  the  eve  of  the 
Great  Depression. 


Military  Pensions  at  the 
Birth  of  the  Nation 

Prior  to  the  Revolution,  Britain’s 
American  colonies  provided  pensions 
to  disabled  men  who  were  injured 
defending  the  colonists  and  their 
property.  During  the  war,  the  colonies 
continued  to  offer  pensions  to  their 
militias  and  naval  forces.  The  Conti- 
nental Congress  established  pensions 
for  its  naval  forces  in  1775  and  army 
the  following  year.2 

All  of  these  early  military  pensions 
were  defined-benefit  plans  reflecting 
the  economic  environment  and  the 
immature  capital  markets  of  the 
emerging  nation.  Today’s  military 
pension  plan  remains  a relatively 
generous,  defined-benefit  plan  and  it 
reflects  many  of  the  characteristics  of 
the  plans  from  the  late  19th  century. 
These  plan  parameters  help  attract 
American  youths  into  the  volunteer 
army  but  also  encourage  the  early 
retirement  of  most  soldiers  and  sailors, 
thus  keeping  the  armed  forces  from 
becoming  dominated  by  aging  warriors. 

Initially,  these  early  plans  were  pri- 
marily disability  pensions.  However, 
to  keep  the  troops  in  the  field  during 
the  crucial  months  leading  up  to  the 


Battle  of  Yorktown,  Congress  autho- 
rized the  payment  of  a life  annuity, 
equal  to  one-half  base  pay,  to  all  offi- 
cers remaining  in  the  service  for  the 
duration  of  the  Revolution.  Congress 
soon  realized  that  current  revenues,  as 
well  as  the  present  value  of  its  future 
revenues,  were  insufficient  to  pay 
promised  benefits.  The  pension  promises 
were  then  converted  to  a fixed-term 
payment  equal  to  full  pay  for  five 
years.  Even  these  more  limited  obliga- 
tions were  never  fully  paid.  The  Revo- 
lutionary War  pensions  finally  were 
converted  to  a general  retirement  plan 
in  1832,  when  surviving  veterans  of 
the  Revolutionary  War  were  granted  a 
pension  equal  to  100  percent  of  base 
pay  at  the  end  of  the  war.3 

The  regular  army  was  not  covered 
by  a retirement  plan  until  the  Civil 
War;  however,  soldiers  who  were  dis- 
charged after  1800  were  given  three 
months’  pay  as  severance.  Officers  were 
initially  offered  the  same  severance 
package  as  enlisted  personnel,  but  in 
1802,  officers  began  receiving  one 
month’s  pay  for  each  year  of  service 
over  three  years.  Hence,  an  officer  with 
12  years  of  service  earning,  say,  $40  a 
month  could,  theoretically,  convert  his 
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severance  inro  an  annuity,  which  at  six 
percent  interest  would  pay  $2.40  a 
month.  This  was  substantially  less 
than  a prime  farmhand  could  expect 
to  earn  and  a pittance  compared  to 
that  of  a retired  British  officer. 

Prior  to  the  War  of  1812,  Congress 
supplemented  the  army’s  disability 
and  severance  packages  with  a type  of 
retirement  pension.  Any  soldier  who 
enlisted  for  five  years  and  who  was 
honorably  discharged  would  receive,  in 
addition  to  his  three  months’  severance, 
160  acres  of  land  from  the  so-called 
military  reserve.  If  he  were  killed  in 
action  or  otherwise  died  in  the  service, 
his  widow  or  heir(s)  would  receive  the 
same  benefit.  The  reservation  price  of 
public  land  at  that  time  was  $2/acre. 
So,  the  severance  package  would  have 
been  worth  roughly  St 50,  which, 
annuitized  at  six  percent,  would  have 
yielded  less  than  $2/month.  Still,  in  a 
nation  of  small  farmers,  160  acres 
might  have  represented  a good  start 
for  a cash-poor  farmhand  just  out  of 
the  army. 

The  Civil  War  resulted  in  fundamental 
changes  to  the  army  retirement  plan. 
Seeking  the  power  to  cull  the  active  list 
of  officers,  the  Lincoln  administration 
persuaded  Congress  to  pass  the  first 
general  army  retirement  law.  All  officers 
could  apply  for  retirement  after  40  years 
of  service  and  a formal  retirement  or 
“plucking”  board  could  retire  any  offi- 
cer after  40  years  of  service  who  was 
deemed  incapable  of  field  service. 

Congress  subsequently  established 
30  years  as  the  minimum  service 
requirement,  75  percent  of  base  pay  as 
the  standard  pension,  and  age  64  as 
the  mandatory  retirement  age.  This 
was  the  basic  army  pension  plan  until 
1920,  when  Congress  established  the 
“up-or-out”  policy  in  which  an  officer 
who  was  not  deemed  to  be  on  track 
for  promotion  was  retired.  This  remains 
the  basic  plan  for  military  personnel 
to  this  day.  Except  for  the  disability 
plans  noted,  the  army  retirement  plan 
was  only  available  to  commissioned 
officers  until  1885.  That  year  Congress 


created  a }o-year,  75  percent-pay  plan 
for  enlisted  personnel. 

The  Continental  Navy’s  original 
disability  plan  was  eventually  con- 
verted to  a retirement  plan  for  surviving 
veterans  in  tSyz.  The  first  disability 
pension  plan  for  regular  U.S.  Navy 
personnel  was  created  in  1799.  Officers' 
benefits  were  not  to  exceed  half  pay, 
while  those  for  seamen  and  marines 
were  not  to  exceed  $5  a month,  which 
was  roughly  33  percent  of  an  unskilled 
seaman’s  base  pay  or  25  percent  of  that 
of  a hired  laborer  in  the  private  sector. 

Except  for  the  disability  pensions, 
there  was  no  formal  retirement  plan 
for  naval  personnel  until  1855.  Then 
Congress  created  a review  board  to 
identify  superannuated  officers  or 
those  unfit  for  service.  At  the  discre- 
tion of  the  Secretary  of  the  Navy,  the 
officers  could  be  placed  on  the  reserve 
list  at  half  pay,  subject  to  the  approval 
of  the  president. 

In  [861,  Congress  established  the 
essential  features  of  the  navy  retirement 
plan,  which  were  to  remain  in  effect 
throughout  the  rest  of  the  century. 
Retirement  could  occur  either  when  a 
retirement  board  found  the  officer 
incapable  of  continuing  active  duty  or 
an  officer  could  apply  for  retirement 
after  40  years  of  service. 

Officers  could  avoid  forced  retire- 
ment by  volunteering  to  leave  the  navy, 
and  there  was  a ceiling  on  the  number 
who  could  be  retired  by  the  plucking 
boards.  In  addition,  all  officers  retired 
under  this  plan  were  to  receive  75  per- 
cent of  the  sea  pay  tit  the  next  rank 
above  that  which  they  held  at  the  time 
ot  retirement.  I he  navy  continued  to 
struggle  with  a surplus  of  superannu- 
ated officers.  In  1908,  Congress  finally 
granted  naval  officers  the  right  to  retire 
voluntarily  at  75  percent  of  the  acrive- 
dutv  pay  at  30  years.  In  1916,  navy 
pension  rules  were  again  altered,  and 
this  time  the  “up  or  out’’  rule  (with  a 
pension,  of  course)  was  established,  a 
principle  which  continues  to  this  day. 

These  plans  applied  to  naval  offi- 
cers only;  however,  in  1867  Congress 


authorized  the  retirement  of  seamen 
and  marines  who  had  served  20  or 
more  years  and  who  had  become  infirm 
as  a result  of  old  age.  These  veterans 
would  receive  one-half  their  base  pay 
for  life.  In  addition,  the  act  allowed 
any  seaman  or  marine  who  had  served 
10  or  more  years  and  subsequently 
become  disabled  to  apply  for  a 
“suitable  amount  of  relief”  up  to 
one-half  base  pay  from  the  navy’s 
pension  fund. 

In  1899,  the  Retirement  Act  of 
1885,  which  covered  enlisted  army 
personnel,  was  extended  to  enlisted 
navy  personnel,  with  a few  minor  dif- 
ferences, which  were  eliminated  in 
1907.  Thereafter,  all  enlisted  person- 
nel in  both  services  were  entitled  to 
voluntarily  retire  at  75  percent  of 
their  pay  and  other  allowances  after 
30  years  of  service,  subsequently 
reduced  to  20  years. 

Pensions  for  Civilian  Workers 
in  the  Public  Sector 

Decades  before  the  states  or  the  fed- 
eral government  provided  civilian 
workers  with  pensions,  several  large 
American  cities  established  plans  for 
at  least  some  of  their  employees.4 
Until  the  first  decades  of  the  20th 
century,  however,  these  plans  were 
generally  limited  to  three  groups  of 
employees:  police  officers,  firefight- 
ers, and  teachers.  New  York  City 
established  the  first  such  plan  for 
its  police  officers  in  1857.  Like  the 
early  military  plans,  the  New  York 
City  police  pension  plan  was  a dis- 
ability plan  until  a retirement  feature 
was  added  in  1878.  Only  a few 
other  large  cities  offered  such  plans 
before  1900. 5 

The  subsequent  growth  of  municipal 
pension  plans  was  rapid,  as  indicated 
by  the  pie  charts.  By  1928,  the 
Monthly  Labor  Review  could  charac- 
terize coverage  of  police  and  firemen 
as  “practically  universal.”  All  cities 
with  populations  of  over  400,000  had 
a pension  plan  for  police  officers  or 
firefighters,  or  both.6 
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States,  in  contrast,  were  slow  to 
provide  pensions  for  their  employees. 
Early  state  plans  were  primarily  limited 
to  teachers.  Massachusetts  established 
the  first  retirement  plan  for  general 
state  employees  in  19 11.  As  late  as 
1929,  only  six  states  had  anything  like 
a civil  service  pension  plan  for  their 
non-teacher  employees. 

After  municipalities  began  adopting 
plans  for  their  teachers  in  the  early  20th 
century,  states  moved  more  aggressively 
in  the  1910s  and  1920s  to  create  or 
consolidate  plans  for  their  other  teach- 
ers. By  the  late  1920s,  21  states  had 
formal  retirement  plans  for  their  public 
school  teachers.  It  must  be  noted, 
however,  that  in  1930,  40  percent  of 
all  state  and  local  employees  were 
schoolteachers,  and  the  21  states  that 
maintained  a plan  for  their  teachers 


included  the  most  populous  states  at 
the  time. 

The  federal  government  did  not  adopt 
a universal  pension  plan  for  civilian 
employees  until  1920.  This  is  not  to 
say  that  there  were  no  federal  pensions 
before  1920.  Pensions  were  available  for 
some  retiring  civil  servants,  but  Congress 
created  them  on  a case-by-case  basis. 
In  the  year  before  the  federal  pension 
plan  went  into  effect,  there  were  1,467 
special  acts  of  Congress  either  grant- 
ing a new  pension  or  increasing  the 
payments  on  old  pensions.  This  process 
was  as  inefficient  as  it  was  capricious. 
Ending  this  system  became  a key 
objective  of  Congressional  reforms.7 

The  defined-benefit  plan  that  was 
adopted  in  1920  was  an  essential 
component  of  establishing  a stable 
and  professional  government  service. 


It  included  substantial  incentives  to 
remain  in  government  service  and 
then  provided  an  inducement  to  retire 
at  a relatively  young  age.  The  federal 
pension  was  altered  in  1983  when 
new  federal  employees  were  covered 
by  Social  Security  and  the  Federal 
Thrift  Savings  Plan  was  established. 

Today,  virtually  all  full-time  federal, 
state,  and  local  employees  are  partici- 
pants in  an  employer-provided  pen- 
sion plan.  Most  of  the  state  and  local 
plans  continue  to  be  defined-benefit 
plans;  however,  funding  pressures 
are  causing  governmental  units  to 
reconsider  the  structure  of  their  plans. 
New  accounting  standards  require 
governments  to  acknowledge  unfunded 
pension  liabilities,  and  the  size  of  these 
obligations  is  likely  to  affect  credit 
ratings  in  the  future. 


Cities  Offering  Pension  Plans,  1917 


Cities  with  populations  100,000+ 


8f%  offered  police  pension  plans 
15%  did  not  offer  police  pension  plans 


Cities  with  populations  50,000-100,000 


66%  offered  police  pension  plans 
34%  did  not  offer  police  pension  plans 


Cities  with  populations  30,000-50,000 


jo%  offered  some  type  of  pension  plans 
50%  did  not  offer  any  pension  plans 


Private 

Sector  Pensions 

The  use  of  retirement  plans  as  a form  of 
labor  compensation  for  private  sector 
employees  began  in  the  last  quarter  of 
the  19th  century,  nearly  100  years  after 
the  adoption  of  the  first  U.S.  military 
pensions.  American  Express  created 
America’s  first  formal,  non-military 
employer-provided  pension  plan  in 
1875.  By  the  turn  of  the  century,  only 
a handful  of  companies  had  adopted 
plans.  These  early  plans  were  primarily 
offered  by  railroads,  public  utilities, 
and  financial  institutions.  There  were 
only  12  private  pension  plans  of  any 
size  in  1900.  These  plans  were  generally 


noncontributory,  paid  relatively  small 
retirement  benefits,  and  could  be  termi- 
nated at  the  discretion  of  the  employer. 
By  1916,  there  were  117  private  pen- 
sion plans  in  existence,  and  the  number 
was  roughly  200  a decade  later. 

The  General  Electric  plan  was  typical 
of  the  time,  and  it  paid  an  annuity  equal 
to  1.5  percent  of  a worker’s  average 
pay  over  the  last  10  years  of  service. 
Thus,  assuming  wages  and  salaries 
increased  with  tenure,  the  plan  would 
have  yielded  an  annual  pension  of  less 
than  20  percent  of  the  worker’s  pay  at 
retirement.  The  original  American 
Express  plan  was  even  less  generous, 
paying  a benefit  of  1.5  percent  for  the 


first  $1,200  of  average  pay  over  the 
last  10  years  of  service  and  one  percent 
of  everything  over  that  amount.  The 
American  Express  plan  did  provide  a 
minimum  benefit  of  $30  a month. 

Progress  continued  to  be  slow 
throughout  the  first  half  of  the  20th 
century.  As  noted,  at  most  10  percent 
of  the  non-farm  private  labor  force 
was  covered  by  a pension  before  the 
Great  Depression,  and  only  15  percent 
was  covered  in  1940.  During  the  next 
three  decades,  pension  coverage 
began  to  expand,  rapidly  reaching 
approximately  50  percent  by  1975. 
The  growth  in  coverage  was  due  to 
three  factors. 
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Funding  Early  Pensions 


First,  pension  contributions  accrued 
tax-free.  Second,  rulings  of  the  National 
Labor  Relations  Board  made  fringe 
benefits  in  general  and  pensions  in 
particular  mandatory  collective  bar- 
gaining issues.  Finally,  during  World 
War  11,  national  economic  policies 
included  wage  and  price  controls  bur 
excluded  pension  payments. 

Until  the  passage  of  the  Employee 
Retirement  Income  Security  Act  in 
1975,  defined-benefit  plans  remained 
the  dominant  type  of  pension  plan. 
The  Act  established  minimum  funding 
standards,  required  the  purchase  of 
insurance  against  default,  and  insti- 
tuted nondiscrimination  standards  for 
defined-benefit  plans.  In  response  to 
this  legislation  and  other  regulations 
introduced  during  the  1980s,  such  as 
full-funding  limits,  there  was  a dra- 
matic shift  away  from  defined-benefit 
plans  and  toward  greater  use  of 
defined-contribution  plans,  especially 
among  small  employers.  A change  in 
IRS  regulations  allowing  pre-tax 
employee  contributions  to  40 1 ( k ) fur- 
ther stimulated  the  expansion  of 
defined-contribution  retirement  plans. K 

During  the  past  two  decades,  there 
has  been  a further  change  in  traditional 
defined-benefit  plans.  Many  of  the 
nation's  largest  corporations  have  con- 
verted their  plans  into  cash  balance  or 
other  hybrid  types  of  retirement  plans. 
These  plans  are  legally  defined-benefit 
plans  but  have  many  of  the  character- 
istics of  defined-contribution  plans.  In 
general,  these  plans  tend  to  be  less 
costly  to  the  company,  provide  greater 
benefits  to  workers  with  less  tenure,  and 
lower  benefits  to  full  career  workers. 
Thus,  employer  provided  pension  plans 
have  continued  to  evolve  during  the 
past  three  decades  in  response  to  new 
government  regulations,  changes  in 
the  labor  market,  and  shifts  in 
employer  human  resource  objectives. 
The  continued  development  of  the 
nation’s  pension  system  will  likely 
result  in  further  declines  in  the  use  of 
traditional  defined-benefit  plans. 

continued  on  page  J4 


The  history  of  the  development  of 
employer  provided  pension  plans 
cannot  be  easily  separated  from 
the  history  of  pension  finance.  The 
promise  of  future  pension  benefits 
creates  pension  liabilities.  The  gen- 
erosity and  coverage  of  the  plan 
establish  the  size  and  the  timing  of 
those  liabilities.  Many  early  state 
and  local  plans  were  not  funded  at 
all,  and  fewer  still  were  actuarially 
sound.  Of  course,  in  another  sense, 
public  sector  pension  plans  are 
implicitly  funded  to  the  extent  that 
they  are  backed  by  the  coercive  powers 
of  the  state.  Through  their  monopoly 
of  taxation,  governments  are  able  to 
rely  on  their  tax  bases  to  pay  the 
promised  benefits.  Still,  an  important 
part  of  the  history  of  state  and  local 
pensions  revolves  around  exactly 
what  happened  to  these  funds. 

U.S.  military  pensions  from  1800 
to  1920  offer  an  example  of  the  var- 
ious ways  that  pensions  can  be 
funded.  Army  pensions  were  always 
funded  on  a “pay-as-you-go”  basis 
from  the  general  revenues  of  the 
U.S.  Treasury.  Thus,  army  pensions 
were  simply  one  more  liability  of  the 
federal  government.  Navy  pensions 
were  funded  differently.  They  were 
paid  from  a specific  fund  established 
separately  from  the  general  accounts 
ol  the  Ireasury.  I hus,  their  history 
is  quite  different  from  that  of  the 
army's  pensions. 

From  its  inception  in  1775,  the 
navy’s  pension  plan  for  officers  and 
seamen  was  financed  with  monies 
from  the  sale  of  captured  prizes  - 
enemy  ships  and  those  of  other  stares 
carrying  contraband.  This  funding 
mechanism  meant  that  the  flow  of 
revenues  needed  to  finance  the  navy’s 
pension  liabilities  were  very  erratic 
over  time,  fluctuating  with  the  fortunes 
of  war  and  peace.  To  manage  these 
monies,  the  Continental  Congress 


(and  later  the  U.S.  Congress)  estab- 
lished the  navy  pension  fund  and 
allowed  the  trustees  of  this  fund  to 
invest  the  monies  in  a wide  range  of 
assets,  including  private  equities. 

The  navy  pension  fund  had  a col- 
orful history,  lasting  nearly  150  years. 
The  history  of  the  management  of  this 
pension  fund  illustrates  many  of  the 
problems  that  can  arise  when  public 
pension  monies  are  used  to  purchase 
private  assets.  These  include  the  loss 
of  a substantial  proportion  of  its 
assets  on  bad  investments  in  private 
equities,  the  Treasury’s  bailout  of  the 
fund  for  these  losses,  and  investment 
decisions  that  were  influenced  by 
political  pressure. 

In  addition,  there  is  evidence  of 
gross  malfeasance  on  the  part  of  the 
agents  of  the  fund,  including  trading 
on  their  own  accounts,  insider  trad- 
ing, and  outright  fraud.  Between  its 
establishment  in  1775  and  1842,  it 
went  bankrupt  no  less  than  three 
times,  being  bailed  out  by  Congress 
each  time. 

By  1 842,  there  was  little  opportu- 
nity to  continue  to  replenish  the 
fund  with  fresh  prize  monies,  and 
Congress,  temporarily  as  it  turned 
out,  converted  the  navy  pensions  to 
a “pay-as-you-go  system,”  like  army 
pensions.  With  the  onset  of  the  Civil 
War,  the  Union  Navy’s  blockade  of 
Confederate  ports  created  new  prize 
opportunities;  the  fund  was  reestab- 
lished; and  navy  pensions  were  once 
again  paid  from  the  prize  fund.  The 
fund  subsequently  accumulated  an 
enormous  balance.  Like  the  antebellum 
losses  of  the  funds,  the  post-bellum 
surplus  became  something  of  a 
political  football,  and  after  much 
acrimonious  debate.  Congress  seized 
much  of  the  fund’s  balance  and 
turned  it  over  to  the  Treasury.  Still, 
the  remnants  of  the  fund  persisted 
into  the  1930s. 
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A History  of  Employer  Pension  Plans 
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Dr.  Robert  L.  Clark  is  Professor  of 
Economics  and  Professor  of  Manage- 
ment, Innovation,  and  Entrepreneurship 
at  North  Carolina  State  University.  Ele 
has  written  numerous  articles  and  books 
on  the  development  of  employer-pro- 
vided pension  plans  and  social  security 
in  the  United  States  and  also  in  Japan. 
Dr.  Lee  Craig  is  Alumni  Distinguished 
Professor  of  Economics  at  North  Car- 
olina State  University.  He  writes  on 
U.S.  economic  and  business  history. 

Notes 

1.  Today  the  term  “pension”  generally 
refers  to  cash  payments  received  after  the 
termination  of  one’s  working  years,  typi- 
cally in  the  form  of  an  annuity.  Histori- 
cally, a much  wider  range  of  retiree  ben- 
efits, survivor’s  annuities,  and  disability 
benefits  were  also  referred  to  as  pensions. 
However,  disability  was  often  liberally 
defined  and  included  superannuation  or 
the  inability  to  perform  regular  duties 
due  to  infirmities  associated  with  old  age. 

2.  Robert  Clark,  Lee  Craig,  and  Jack  Wil- 
son, (A  History  of  Public  Sector  Pen- 
sions, Philadelphia,  University  of  Penn- 


sylvania Press,  2003)  provide  a lively 
account  of  the  interesting  history  of 
these  pensions,  how  they  were  funded, 
and  the  many  problems  of  managing 
pension  funds  in  the  nineteen  century. 

3.  The  delay  in  providing  survivors  pen- 
sions continued  throughout  the  first 
half  of  the  nineteenth  century.  It  was  56 
years  after  the  War  of  1812,  before  sur- 
vivors of  that  war  were  given  retire- 
ment pensions. 

4.  Clark,  Craig,  and  Wilson  ibid  provided 
a detailed  history  of  the  spread  of  pen- 
sions across  states  and  local  govern- 
ments. They  show  the  unique  methods 
that  many  governments  used  to  finance 
their  pension  plans. 

5.  In  contrast,  municipal  workers  in  Aus- 
tria-Hungary, Belgium,  France,  Ger- 
many, the  Netherlands,  Spain,  Sweden, 
and  the  United  Kingdom  were  covered 
by  retirement  plans  by  1910. 

6.  Only  one  did  not  have  a plan  for  police 
officers,  and  only  one  did  not  have  a 
plan  for  firefighters.  Several  of  those 
cities  also  had  plans  for  their  other 
municipal  employees,  and  some  cities 


maintained  pension  plans  for  their  pub- 
lic school  teachers  separately  from  state 
teachers’  plans. 

7.  The  movement  to  create  public  sector 
pension  plans  reflected  the  emergence 
of  a professional  (i.e.  non-patronage) 
civil  service  and  the  growth  of  the  wel- 
fare state.  Many  in  the  Progressive 
Movement  envisioned  “cradle-to- 
grave”  programs  as  the  precursor  of  a 
better  society.  Although  the  ultimate 
goal  of  this  movement,  universal  old- 
age  pensions,  would  not  be  realized 
until  the  creation  of  the  social  security 
system  during  the  Great  Depression, 
the  initial  objective  was  to  have  the 
government  supply  old-age  security  to 
its  own  workers. 

8.  Robert  Clark  and  Ann  McDermed, 
( The  Choice  of  Pension  Plans  in  a 
Changing  Regulatory  Environment, 
Washington,  DC:  The  AEI  Press,  1990) 
document  these  changes.  Other  factors 
influencing  the  changing  nature  of  pen- 
sions include  shifts  in  the  industrial 
structure  of  the  economy,  a more 
mobile  work  force,  and  a decline  in  full 
career  jobs. 


When  Washington  Shut  Down  Wall  Street 

continued  from  page  29 


financial  history  a very  different  turn 
from  that  which  it  actually  took.” 

McAdoo’s  imprint- decisive  leader- 
ship combined  with  a roadmap  for  crisis 
control -turned  a potential  financial 
disaster  into  a monetary  triumph.  051 
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Notes 

1.  C.  Lewis  1938,  p.  533,  reports  an  esti- 
mate of  $4.1  billion  in  railroad  securities 
held  by  foreigners  as  of  June  30,T9T4. 
The  Historical  Statistics  of  the  United 
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The  Accidental  Investment  Banker: 

Inside  the  Decade  That  Transformed  Wall  Street 

By  Jonathan  /A.  Knee 
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Reviewed  by  Gregory  Dl.  Morris 


“Present  at  the  destruction” 
docs  not  quite  have  the  same  ring  as 
“present  at  the  creation,”  hut  Knee 
has  written  a solid  book  on  how  the 
staid  white-shoe  investment  banks 
threw  six  decades  of  decorum  to  the 
winds  in  the  Internet  boom. 

I he  author  is  obviously  a clever 
fellow  — he  earned  a joint  JD-MBA  at 
Yale  and  Stanford  — and  throughout 
shows  a good  sense  of  irony  and  self- 
deprecating  humor.  And  he  does  an 
admirable  job  of  explaining  the  arcana 
of  Wall  Street  in  a way  that  will  engage 
the  interested-but-uninformed  reader 
without  alienating  the  financial  veteran. 
The  lure  of  the  book  for  professional 
traders  and  bankers  may  be  that  Knee 
is  quite  willing  to  dish,  from  his  youth 
at  Goldman  Sachs  and  his  rise  to  near 
the  top  at  Morgan  Stanley. 


Knee’s  basic  thesis  is  that  the  ethics 
that  had  made  the  major  investment 
banks  proper  institutions  was  just 
another  casualty  of  the  merger-and- 
acquisition  boom  of  the  Internet  era. 
“Can  another  kind  of  institution  — a 
boutique  investment  advisory  firm, 
another  kind  of  service  firm,  or  Gold- 
man itself — recapture  some  element 
of  the  unique  franchise  and  service  that 
Sidney  Weinburg’s  Goldman  Sachs 
provided  to  corporate  leaders  and 
investors?”  Weinburg  led  Goldman  from 
1930  to  1969. 

To  his  credit.  Knee  identifies  the 
insidious  forces  that  created  the  likes 
of  Frank  Quattrone.  But  somehow  his 
insider  insight  does  not  extend  as  far 
as  suggesting  workable  reforms.  For 
example,  he  alternates  between  clucking 
over  and  giggling  over  the  egregious  pay 
packages  in  the  business.  In  short  he 
puts  it  down  to  the  “delusional”  nature 
of  investment  bankers  who  don’t  care 
how  much  they  make  as  long  as  it  is  in 
the  top  quartile  of  their  “class.”  Never 
once  does  he  suggest  that  something 
more  productive  might  be  done  with 
all  those  millions. 

A recurring  theme  is  how  the  team 
culture  that  prevailed  at  most  invest- 
ment banks  was  overwhelmed  by  a 
star  culture.  “The  problem  with  the 
diva-like  behavior  the  star  culture 
created  was  not  just  its  impact  on  the 
relations  among  bankers.  Clients  liked 
it  even  less.  In  the  entertainment 
industry  there  is  a saying  that  when 
the  suits  start  to  confuse  themselves 
with  the  stars,  all  is  lost. ...The  NYSE’s 
deposed  chairman  Dick  Grasso  is  an 


egregious  example  of  an  executive 
who  apparently  came  to  believe  he  was 
more  important  than  his  clients — ” 

For  all  the  iconoclasm,  and  for  all 
the  allusions  to  greater  good  and 
social  contracts,  Knee  never  questions 
the  value  of  deals  for  deals'  sake.  In 
crowing  about  his  role  in  several 
Thomson  Corp.  publishing  and  on-line 
deals,  he  writes  that  they  “provided 
the  catalyst  for  the  successful  transfor- 
mation from  a somewhat  random  col- 
lection of  consumer  and  professional 
businesses  into  the  global  leader  in 
professional  information.” 

This  reviewer  lived  through  some 
of  that  transformation  at  Thomson. 
For  the  editors  and  sales  staffs  at  those 
consumer  and  professional  publications 
who  suffered  through  endless  corrosive 
rounds  of  layoffs  and  mindless  reorga- 
nizations while  making  2 percent  of 
what  the  investment  bankers  were 
making,  the  transformation  was 
anything  but  successful. 

Still,  Knee  has  written  an  important 
book.  If  journalism  is  the  rough  draft 
of  history,  this  is  the  second  draft. 
Knee  identifies  causes  and  effects, 
names  names,  and  lays  it  all  out  in  a 
briskly  written  200  pages.  He  closes 
with  a hope  that  Wall  Street  will 
return  to  a culture  of  “principle-based 
behavior,”  rather  than  “rules-based 
behavior.”  That  is  because,  “in  the 
U.S.  everyone  is  a lawyer,  and  a pretty 
good  one.  The  result  is  that  the  public, 
accordingly,  is  not  safe.  Unless  profes- 
sionals are  guided  by  professional 
values,  no  amount  of  rule  writing  will 
protect  11s.”  Ha 
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Jay  Cooke’s  Gamble 

The  Northern  Pacific  Railroad,  The  Sioux,  and  the  Panic  of  1873 

By  M.  John  Lubetkin 

University  of  Oklahoma  Press,  Norman,  1006,  $29. 9^ 

380  pages,  with  photographs,  maps,  notes,  and  index 


GAMBLE 


The  Northern  Pacific  Railroad, 
the  Sioux,  and  the  Panic  of  1873 


M.  )OHN  LUBETKIN 


Reviewed  by  Gregory  DL  Morris 

History  has  no  room  for  second 
place,  so  the  Panic  of  1873,  widely 
considered  the  second-worst  financial 
crisis  in  American  history,  gets  scant 
coverage  even  while  a few  new  books 
come  out  every  year  to  add  to  the 
groaning  shelves  on  the  Crash  of  1929 
and  the  Great  Depression.  Even  the 
Panic  of  1907,  a minor  episode  to  be 
sure,  gets  better  press  because  of  the 
epochal  role  of  J.  P.  Morgan  and  the 
direct  chain  of  events  leading  to  the 
formation  of  the  Federal  Reserve. 

So  the  great  benefit  of  this  book  to 
financial  history  is  that  it  contains 
four  solid  chapters  about  the  Panic  of 
1873.  The  great  disappointment  of 
this  book  is  that  those  four  chapters 
are  numbers  one,  12,  17,  and  18.  The 
rest  is  an  exhaustive,  and  a bit  repeti- 
tive, account  of  the  survey  expeditions 
across  the  northern  Great  Plains  in 
1871-73  and  the  Indian  fights  and 
politics  surrounding  those  forays. 

For  anyone  with  an  interest  in  the 
frontier  West,  the  middle  dozen  chap- 
ters of  the  book  will  make  for  exciting 
reading.  For  anyone  whose  concept  of 
the  West  is  limited  to  “F-Troop,”  the 
bulk  of  the  book  will  be  an  education. 
But  anyone  who  hoped  to  find  an 
extensive  investigation  into  a financial 
maelstrom  that  staggered  the  country 
for  years  is  likely  to  be  disappointed. 
What  has  been  written  on  the  panic  is 
good,  but  there  is  not  nearly  enough 
of  it. 

Jay  Cooke  is  the  central  figure  in 
the  drama,  but  with  the  bulk  of  the 
book  given  over  to  the  western  sur- 
vey expeditions  and  frontier  warfare 


with  the  First  Nations, 
he  seems  relegated  to  a 
passive  presence. 

Even  in  the  climactic 
two  chapters  about  the 
collapse  of  his  banking 
house  and  the  subse- 
quent Panic,  Cooke  has 
little  role.  His  top  lieu- 
tenant and  protege, 

Harris  Fahnstock  leads 
a “putsch”  as  Lubetkin 
calls  it  that  causes 
Cooke  & Company  to 
close  its  doors. 

To  be  sure,  it  was 
Cooke’s  vision  of  a rail- 
road to  link  the  Great 
Lakes  and  the  rich  farm- 
ing and  ranch  land  of 
the  upper  plains,  and  his 
near-messianic  pursuit 
of  that  vision,  that  made 
it  a gamble.  But  once  he 
threw  his  considerable 
financial  might  and  public 
persona  into  the  project, 
it  seems  to  have  gotten 
away  from  him. 

Lubetkin  makes  it  painfully  clear 
that  Cooke,  although  personally  ethi- 
cal, tolerated  outrageous  graft  and 
mismanagement  in  the  senior  manage- 
ment of  the  railroad.  In  this  there  is  an 
eerie  similarity  to  Ulysses  Grant,  who 
was  president  at  the  time  and  a puta- 
tive friend  of  Cooke’s.  Grant  was 
know  as  a man  of  great  personal 
honor,  but  his  administration  is  con- 
sidered one  of  the  most  corrupt  and 
ineffective  in  history. 


And  although  the  author  asserts 
that  Cooke  was  the  proto-Morgan, 
the  man  himself  is  portrayed  as 
hapless  as  his  underlings  declare 
insolvency  and  suspend  operations. 

Lubetkin  then  goes  on  to  describe 
the  Northern  Pacific  as  a failed 
gamble,  but  indeed  the  railroad  was 
completed,  and  the  northern  plains 
to  this  day  yield  crops  and  livestock 
in  abundance.  So  even  if  Jay  Cooke 
& Co.  failed,  Jay  Cooke’s  gamble 
succeeded.  B3 
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W hen  Washington  Shut  Down  Wall  Street 

continued  from  page  34 

Suites , 1975,  volume  2,  p.735,  reports  a total  value  of  railroad 
securities  equal  to  S20.2  billion  at  the  end  ot  1914.  S4. 1 divided 
b\  S20.2  equals  20.3  percent. 

2.  Letter  from  Higginson  to  Wilson,  August  20,  1914-  Papers  of 
W illiam  G.  McAdoo,  Library  of  Congress. 

Note  from  Wilson  to  McAdoo,  August  22,  1914,  Papers  of 
William  G.  McAdoo,  Library  of  Congress. 

4.  See  Conant,  1915. 

5.  Wiill  Street  Journal , July  31,1914,  p.7. 

6.  Banks  had  been  forced  to  suspend  the  convertibility  of  their 
deposits  into  currency  when  they  could  not  meet  depositor 
demands  for  cash  during  October  1907. 

7.  McAdoo  implemented  the  emergency  currency  provisions  of 
the  Aldrich-Vreeland  Act.  The  legislation  had  been  passed  in 
May  1908  to  avoid  a repetition  of  the  Panic  of  1907.  This  is 
the  only  time  the  Aldrich-Vreeland  Act  was  used. 

S.  The  announcement  of  the  meeting  appeared  in  the  Wall  Street 
Journal,  August  8,  1914,  p.4. 

9.  Chapter  seven  of  W hen  Washington  Shut  Down  Wall  Street 
describes  how  McAdoo  helped  New  York  City  meet  its  matur- 
ing bond  obligations  to  British  and  French  investors. 

10.  Noyes,  1926,  pp  86-88. 

1 1.  Memorandum,  August  3,  1914  reprinted  in  Collected  Writings 
of  John  Maynard  Keynes,  Volume  XVI,  1971,  p.i  1. 

12.  Sec  Bordo  and  Rockoff,  1996. 

13.  See  Bagehot,  18-3,  1999,  p.  32,  for  a similar  argument. 

14.  See  Wall  Street  Journal,  January  5,  191s,  p.  5,  Januan  8, 
1915,  p. 5 and  January  18,  1915,  p. 8 

1 5.  C hapter  nine  of  When  Washington  Shut  Down  Wall  St. 
describes  how  the  dollar  overcame  a century  of  tradition  that 
entrenched  the  pound  sterling’s  role  as  international  monev. 

16.  McAdoo,  1931,  p.25. 

1 7.  McAdoo,  1931,  p.  ? 1 . 

18.  McAdoo,  1931.  pp.  50-3. 

19.  I he  tunnels  are  now  operated  as  part  of  the  PATH  svstem. 

20.  l.ippmann  s description  (192',  p.113)  first  appeared  in  an 
essay  dated  June  192.0,  when  McAdoo’s  name  was  bandied 
about  as  the  Democratic  Party  s presidential  nominee. 
McAdoo  withdrew  his  name  from  consideration,  in  part,  out 
of  deference  for  the  ailing  incumbent,  Woodrow  Wilson,  who 
had  not  yet  declined  to  seek  reelection. 

21.  See  Talyor,  2002,  p.7. 

22.  Noyes,  1926,  pp  86-88. 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history ? 

By  Boh  Shabazian 

1.  The  Wall  Street  Journal  currently  consists  of  four 
sections  totaling  approximately  50  pages.  How  many 
pages  was  rh e Journal's  first  issue? 

2.  Who  founded  The  Commercial  and  Financial  Chronicle 
in  1886? 

3.  What  incident,  in  1955,  caused  the  New  York  Stock 
Exchange  to  experience  its  worst  price  decline  since  1929. 

4.  The  Chicago  Mercantile  Exchange  recently  agreed  to 
purchase  the  Chicago  Board  of  Trade.  For  what 
purpose  was  the  latter  founded  in  1848? 

s.  ExxonMobil  recently  reported  a third  quarter  profit  of 
$10.49  billion,  the  second  largest  quarterly  profit  ever 
recorded  by  a publicly  traded  U.S.  company.  What  was 
the  highest,  and  by  whom? 

6.  What  company  in  2006  turned  over  its  leadership  to 
an  outsider  for  the  first  time  after  four  generations  of 
family  control? 

-.  What  is  the  background  of  the  phrase  “not  worth  a 
Continental?” 

8.  What  governmental  unit  was  established  in  1865  to 
combat  counterfeiting? 

9.  Chi  the  50th  anniversary  of  the  stock  marker  crash  in 
1979,  what  group  tried  unsuccessfully  to  shut  down  the 
New  York  Stock  Exchange? 

10.  How  many  times  does  the  serial  number  appear  on 
U.S.  paper  money? 
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AMERICAN  FINANCIAL  HISTORY 

STOCKS,  BONDS  AND  FINANCIAL  DOCUMENTS 
HIGHLIGHTING  THE  HISTORY 
OF  GOVERNMENT  FINANCE, 

WALL  STREET  AND  AMERICAN  ENTERPRISE. 

WE  ARE  ONE  OF  AMERICA' S LEADING  DEALERS 
SPECIALIZING  IN  BETTER  QUALITY 
FINANCIAL  INSTRUMENTS, 

LETTERS,  DOCUMENTS  AND  AUTOGRAPHS 
RELATED  TO  AMERICA'S  FINANCIAL  HISTORY. 


FOR  A COPY  OF  OUR  NEXT  CA  TALOG 
PLEASE  CALL  US  TOLL  FREE  IN  USA  (800)  225-6233 


S cott  J.  Winslow  Associates 
Post  Office  Box  10240 
Bedford,  New  Hampshire  03110 


Ken  Prag  Paper  Americana 

Stocks  & Bonds  • Post  Cards  • Passes  • Timetables  • Etc. 
Catalog  plus  3 beautiful  stocks  $8.95 

Also  buy! 

Ken  Prag,  Box  14817, 

San  Francisco,  CA  941 14 

Tel.  (415)  586-9386  • kprag@planeteria.net 


RAILS  REMEMBERED 

ANTIQUE  STOCKS  AND  BOND  CERTIFICATES 
POST  OFFICE  BOX  464 
ROSEMEAD,  CALIFORNIA  91770 
PHONE  (626)  572-0419  EVES 

SEND  TODAY  FOR  LISTING 


Robert  O.  Greenawalt 

CURATOR  AND  COLLECTOR 


4-4-0  American  Type 
steam  loco 


SERVING-  HISTORICALLY-MINDED  FANS  OF  FINANCIAL  RAIL ROA DIA NA 
- SELL-  BUY  - TRADE  (I  HAVE  HIGH  LEVEL  SWAPUM) 


1st  New  York  Continental  Chapter 
Sons  of  the  American  Revolution 
Salutes 

Alexander  McDougall 

Colleague  of  Alexander  Hamilton 
and  first  Commanding  General  of  the 
1st  New  York  Continental  Regiment  in 
General  George  Washington’s  army. 


Vri  g n e 


— Ejt.  itso  — 


W* 


ROBERT  F.  KLUGE 


GRAPHIC  AN D HISTORIC 
PA  PER  A MER1  CANA : 
ANTIQUE  STOCKS 
AND  BONDS 


P.O.  BOX  155  • ROSELLE  PARK,  NJ  07204  • 908-241-4209 


Toll  Free: 

800  717-9529 
Or  Call: 

603  882-2411 

Fax: 

603  882-4797 
E-mail:  1 

collect@glabarre.com 

Web  Site: 

www.glabarre.com 


GEORGE  H. 


LaBAKRE 

GALLERIES 

^ INC. 

P.O.  Box  746  Hollis,  N.H.  03049 


Buying  and  Selling 
Stocks  and  Bonds,  Paper  Money 
Important  Autographs  and  Quality 
Collectibles  of  all  kinds. 


The  Largest  Collectible  Stock  and  Bond  Inventory  in  the  World 


Fantastic  New  American  Rarities  Web  Page 

http://community.webshots.com/user/jaygouldioo 

Hundreds  of  the  Best  are  there -or  will  be  added  soon!! 
Railroads, Mining,  Telegraph-Telephone,  Autos,  Oils,  Letters  — 
Jay  Gould,Vanderbilts,  George  Washington,  etc. 

This  is  a permanent  address  Check  it  out  every  month  for  inexpensive 
items  as  well  as  the  very  rarest  and  best!!! 

Also  Auctions  for  the  BEST  Rarities.  Save  this  AD  and  Web  address! 
Also  Buying  Nice  and  Unusual  Pieces!! 

J David  M.  Beach 

antiquestocks@cfl.rr.com. 

P.O.  Box  471356 
Lake  Monroe,  Florida  32747 

407-688-7403.  Visit  Us  in  ORLANDO  by  DISNEYWORLD 
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r INTERNATIONAL  BOND  & SHARE  SOCIETY  =j 

Founded  1978  for  the  encouragement  of  Scripophily 


The  Directory  Scripophily 

A Membership  A quarterly 

and  Dealer  -nvc  magazine  with 


directory,  with 
full  listings  for 
the  U.S.A., 

U.K.,  Germany 
and  40  other 
countries. 
Published 

annually. 


40+  illustrated 
pages  of  U.S., 
European  & 
world  news, 
research, 
auctions, 
and  a diary  of 
coming  events. 


Meetings 

London,  England  • Strasburg,  Pennsylvania 
Memphis,  Tennessee  • Toronto,  Canada 
Johannesburg,  South  Africa 


FOR  INFORMATION 


U.S.A. 

Richard  T.  Gregg 
1 5 Dyatt  Place 
Hackensack,  N)  07601-6004 
Tel:  (+1)  201  489  2440 
Fax:  (+1)  201  592  0282 
President@scripophily.org 

REST  OF  THE  WORLD 

Peter  Duppa-Miller 

Beech  croft 

Combe  Hay 

Bath  BA2  7EG,  UK 

Tel:  (+44)/(0)  1225  837271 

Fax:  (+44)/(0)  1225  840583 

Chairman@scripophily.org 

wvvw.scripophily.org 


REACH  YOUR  MARKET 

Advertise  in  Financial  History  magazine 

I he  Museum’s  membership  magazine, 
Financial  History , has  become  a respected 
source  for  the  history  of  business,  commerce 
and  the  capital  markets.  It  reaches  a diverse 
audience  of  finance  professionals,  collectors 
of  historical  financial  documents  and  memorabilia, 
universities  and  libraries,  and  thousands  of 
investors  throughout  the  United  States  and  abroad. 
It  is  also  distributed  at  more  than 
io  major  conferences  and  auctions  each  year. 

For  more  information  on  advertising 
in  Financial  History,  or  to  place  an  ad 
in  the  Spring  issue,  please  e-mail 
Kristin  Aguilera  at  kaguilera@financiaIhistory.org 
or  call  2i  2.-908-4695. 


Take  advantage  of  your  Museum  membership 
at  the  Museum  Shop.  Members  receive  a 10%  discount 
on  all  purchases  at  the  Museum  Shop  or  online  at 
www.financialhistory.org.  Featured  in  Travel  & Leisure, 
the  Shop  offers  a wide  variety  of  financial  prints, 
books,  clothing,  jewelry,  and  souvenirs. 
Corporate  gifts  are  also  available. 


For  more  information,  or  to  place  an  order, 
call  the  Museum  Shop  at  212-908-4613 
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MUSEUM 

AMERICAN 


FINANCE 


The  Museum  of  American  Finance, 
an  affiliate  of  the  Smithsonian  Institution, 
is  the  only  independent  public  museum  dedicated 
to  capitalism,  entrepreneurship,  and  free  enterprise. 
It  celebrates  and  teaches  the  power  of  a democratic 
free  market  economy  to  better  the  financial  lives  of 
individuals,  companies,  and  nations. 

The  Museum  will  move  to 
48  Wall  Street  in  early  2007. 

For  further  information, 

please  contact  the  Museum  at  212-908-4110 
or  visit  our  website,  financialhistory.org 


IT’S  YOUR  BUSINESS. 

Join  the  Museum’s 

Annual  Corporate  Membership  Program 

and  put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  begin  at  $i,ooo 
and  include  the  following  benefits: 

• Free  admission  for  employees  and  their  guests 

• Acknowledgment  in  the  gallery,  on  the  Museum’s 
website,  and  in  Financial  History  magazine 

• Invitations  to  Museum  openings  and  events 

• One  individual  Finance  Museum/Smithsonian 
Affiliate  Membership 

For  information,  please  call  212-908-4604 


Become  a Smithsonian  Affiliate  Member 


The  Museum  of  American  Finance,  an  Affiliate  of  the  Smithsonian  Institution,  rewards  its  members  at  contributing  levels  with  all 
the  benefits  of  regular  Museum  membership,  plus  the  benefits  of  membership  in  the  Smithsonian. 

Smithsonian  Benefits 

• 12  issues  of  Smithsonian  magazine 

• 10%  discounts  on  shopping  and  dining  when  you  visit  the  Smithsonian 
and  on  all  purchases  from  SmithsonianStore.com 

• 20%  discount  on  publications  from  Smithsonian  Books 

• Affiliate  membership  card 

• Exclusive  international  and  domestic  travel  programs  and  study  tour 
opportunities  from  Smithsonian  Journies 

• Access  to  a special,  members-only  website  at 
http://affiliations.si.edu/members 

• Free  admission  to  the  Cooper-Flewitt  National  Design  Museum  in  New  York 

Financial  History  Benefits 

• 4 issues  of  Financial  History  magazine 

• 10%  discount  in  Museum  Shop 

• Free  admission  for  you  and  your  guests  to  the  gallery 

• Membership  card 

• Advance  notice  of  Museum  events 

• Invitations  to  exhibit  openings 

• Borrowing  privileges  from  the  Museum  Library 

To  become  a Smithsonian  Affiliate  Member,  please  send  a check  for  $150  payable  to  “Museum  of  American  Finance, 

Membership  Department,  2 6 Broadway,  Room  947,  New  York,  NY  10004.  All  but  $44  of  your  contribution  is  tax-deductible. 
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WE  BUY,  SELL,  & AUCTION 

Coins  - Banknotes  - Antique  Stocks  & Bonds  - Autographs  - Financial  Memorabilia 

Whether  you  wish  to  buv.  sell,  or  auction,  we  are  always  prepared  to  provide  you  with  the  highest  level  of  expertise  and  service.  For  more  than  a 
century,  people  needing  help  with  problems  concerning  any  aspect  of  financial  history  have  come  to  Smythe  for  solutions.  In  1 880,  Roland  M.  Smythe 
established  a unique  company  lor  the  purpose  of  providing  the  financial  community,  and  private  individuals,  with  accurate  information  concerning 
obsolete  securities  and  banknotes.  Over  the  years,  Smythe  has  developed  into  one  of  the  world’s  premier  auction  houses,  specializing  in  Antique  Stocks 
and  Bonds,  Banknotes,  Coins,  Autographs,  and  Photographs.  We  also  continue  to  research  securities.  Our  full-time  staff  of  nationally  recognized 
experts  is  a unique  resource.  For  more  information  call  800-622-1880  or  visit  us  on  the  web  at  www.smytheonline.com 


2 Rector  St.  1 2th  FI.,  Nov  York,  NY'  10006 

Rr  buy  sell,  and  auction  the  very  best  in  Antique  Stocks  and  Bonds.  Autographs,  Banknotes,  Coins.  Historic  Americana,  and  Anything  Relating  to  Financial  History 


The  future  home  of  the 

Museum  of  American  Finance 

48  Wall  Street,  New  York  City 


Corporate  and  individual  named  gift  opportunities  at  a variety 
of  levels  are  still  available.  To  learn  how  you  can  become  involved 
in  the  48  Wall  Street  project,  please  contact  Kristin  Aguilera  at 
212-908-4695  or  Patricia  Robin  at  212-908-4694. 
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